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SHOW THAT WE'RE




LETTER TO SHAREHOLDERS

MAKING A DIFFERENCE

FELLOW AND PROSPECTIVE SHAREHOLDERS:

Ryder is a force behind many of the brands and favorite products that you buy and use
every day. There’s a good probability that Ryder had a role in the car you drove this
morning, the last meal you ate, the television you’ll watch this evening, and the newspaper
you'll read tomorrow morning. Led by the industry’s finest people, our transportation and
supply chain management solutions are quietly and effectively at work around the world,
helping customers in nearly every industry compete more aggressively and ultimately

resulting in more value and lower costs for buyers of our customers’ products and services.

MAKING A DIFFERENCE FOR CUSTOMERS AND INVESTORS

The behind-the-scenes nature of our valuable work means it is not always
visible to the general public. Instead, our team receives recognition from customers who
continually tell us of the difference we’re making in their businesses. By providing and
maintaining transportation fleets that move goods, and implementing logistics solutions
for increasingly complex supply chain requirements, we help customers focus on optimizing

the performance of their own core businesses.

We’re also committed to making a difference for you, our investors. From our
business strategies down to our daily decision making, our organization is guided by our

consistently stated goal of long-term sustainable profitable growth.

| ALTHOUGH 2004 Was A YEAR

OF STRONG PERFORMANCE, | WANT YOU TO KNOW THAT OUR FINANCIAL DISCIPLINE

We closed 2004 with the 11th consecutive quarter of improved earnings. Those of you who
held Ryder shares throughout 2004 were rewarded by a 40% share price increase. That
was better than the Dow Jones Transportation average, which increased by 26%, and
significantly better than the S&P 500, which rose 9%.

Many of you have given our team high marks for the discipline and tenacity that it’s taken
to make Ryder more profitable. Since 2001, we have taken more than $220 million in
annualized costs out of the business. Although 2004 was a year of strong performance,
I want you to know that our financial discipline and intensity level are not changing and

will be maintained going forward.

LARGE EXISTING MARKETS... AND MORE THAT WE CAN CREATE

Ryder is recognized as a leading provider in all of our primary transportation and supply
chain management service offerings. The existing global market for those services is more
than $275 billion. New companies of all sizes are becoming part of those markets because
of the growing view that outsourcing of non-core business functions is now a competitive
necessity. By delivering our range of market-proven solutions and constantly improving both
the performance and value of our services, Ryder has a powerful opportunity to reach beyond
existing markets. We look forward to convincing new customers to allow Ryder to make a

difference in their businesses.




We operate in a very solid sector of the global transportation industry, one for which there
will continue to be strong, growing demand for our services, regardless of where goods are
manufactured, assembled or distributed. Our customers are many of the leading companies
in competitive industries such as automotive, technology, consurner goods, publishing, food
and beverage, building products and more. To stay on top, these businesses work to bring
their goods and services to market better, faster and at a lower cost than the day before.
Ryder’s services and products in the areas of Fleet Management Solutions, Supply Chain
Solutions and Dedicated Contract Carriage are an integral part of helping these domestic

and international customers preserve and extend their leadership positions.

Fleet Management Solutions - Our largest business segment, which provides
commercial vehicle leasing, rental, maintenance and related services, was also the
leading force in our strong overall performance in 2004. Earnings improved 60%, on
an 11% revenue increase, driven by effective integration of acquisitions announced in
late 2003 and early 2004, a 20% increase in Commercial Rental revenue, higher used

truck sales and some improving demand for our longer-term Full Service Lease product.

Our success in adding substantial new accounts with minimal increases in infrastructure and

overhead highlighted the earnings leverage our business model is capable of due to

AND INTENSITY LEVEL WILL BE MAINTAINED GOING FORWARD

improvements we have made in all areas of these operations over the past few years. The
existing U.S. truck leasing and rental outsourced market is $25 billion, and the untapped U.S.
market of potential customers that rely on private fleets is another $56 billion. To drive future
growth in the Fleet Management Scolutions business segment we are making significant
investments in replenishing and expanding our Commercial Rental Fleet to further capitalize
on the double-digit growth of that product line. We are also making multi-million dollar
investments to upgrade a wide range of technologies that support our maintenance
functions. With the increasing complexity of truck engines and the priority that all businesses
place on keeping vehicles operating properly and maximizing uptime, we continue to view
our network of more than 6,000 experienced technicians and 850 maintenance facilities as

key differentiators in the marketplace.

Supply Chain Solutions and Dedicated Contract Carriage — Our Supply Chain
Solutions segment provides integrated logistics and supply chain management support.
Dedicated Contract Carriage is a turnkey transportation service that includes vehicles,

drivers, routing and scheduling.

In 2004, the Supply Chain Solutions business segment contributed more than $37 million
in pre-tax earnings, culminating eight consecutive quarters of profitable performance. The
Dedicated Contract Carriage business segment closed the year with just under
$30 million in pre-tax earnings. While performance in both segments was impacted by
certain customer contracts that were not renewed, we were pleased that new contract

start-ups in the Supply Chain Solutions segment allowed us to regain much of that revenue.

GREG SWIENTON
Chairman, President

and Chief Executive Officer
Ryder System, Inc.




MAKING A DIFFERENCE

Going forward, we have identified opportunities to further leverage the marketing,
operational and customer development resources supporting our Supply Chain Solutions
and Dedicated Contract Carriage service offerings, to gain a greater share within

existing outsourced markets of $200 billion and $8 billion, respectively.

International — Ryder’s International operations involve products and services of both Fleet
Management Solutions (primarily in Canada and the United Kingdom) and Supply Chain
Solutions (in North America, Asia, Europe and Latin America).

In 2004, our International operations accounted for approximately 18% of Ryder’s total
revenue. Looking ahead, several factors point to more international opportunities to come
for Ryder. First, is the continuous lengthening of the global supply chains that
support virtually every industry sector, especially those in which Ryder has a strong
presence such as automotive, technology and consumer goods. Second, we have decades
of international experience and a track record with industry-leading companies in
establishing integrated operations and material flow on multiple continents. Finally, we have
long-established and well-regarded Fleet Management Solutions firmly in place in targeted

key international markets.

| 1
i OUR PRIMARY FOCUS
i ! FOR 2005 IS DRIVING GROWTH IN ALL BUSINESS SEGMENTS

DRIVING GROWTH IN ALL BUSINESS SEGMENTS

You've seen what our team is capable of when it focuses on an objective. We started by
transforming our business model and eliminating unnecessary costs. Next, we achieved
consistent earnings growth for Ryder overall, including a profitability turnaround within
our Supply Chain Solutions business. We completed very effective acquisitions of two
significant regional competitors in our Fleet Management Solutions business. We accomplished
these tasks by setting a very clear objective, developing a sharp Company-wide focus, and

working together to do what we said we would do.

Our primary focus for 2005 is driving growth in all business segments. We commit to
building on the financial and operational improvements we’ve made by consistently
executing the basic sales, business retention and expansion functions. With an aggressive
Company-wide plan, a strong balance sheet to capitalize on new opportunities and many of
the tools already in place, our tasks are well understood by our entire team. We intend to
deliver profitable growth for 2005 and beyond.

We appreciate your interest and investment. The financial markets have rewarded Ryder
shareholders for the changes we’ve made, and we have considerable remaining opportunities
for revenue growth and earnings leverage. We look forward to sharing many successes on the
road ahead.

Sincerely,

GREG SWIENTON

Chairman, President and Chief Executive Officer
Ryder System, Inc.
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FLEET MANAGEMENT SOLUTIONS

MAKING IT FRESH

When you take a bite of a burger and enjoy your favorite beverage, the
freshness of those products plays a big role in determining your satisfaction
and future purchase decisions. Ensuring freshness often requires temperature-
controlled handling of those products and their many ingredients, by multiple
parties, over thousands of miles from the field and farm, to the processing

plant, to the distribution center and to your local restaurant or grocery store.

Specialized handling procedures are typically one of the core competencies
of companies in the food and beverage industry. However, transportation
expertise concerning truck and equipment selection, optimizing the safety and
performance of truck fleets, and managing the reliability of complex new engine
technologies is not. That’s where Ryder Fleet Management Solutions lends an
experienced hand. Our Full Service Lease helps increase a company’s fleet
efficiency by utilizing a network of highly trained technicians at more than 850
5 service locations who help maximize vehicle uptime through advanced diagnostics
and preventive maintenance techniques. Our Commercial Rental fleet provides
customers with extra vehicles to make on-time deliveries to their end customers
during peak demand periods in their businesses, without having to make
long-term commitments. And the Ryder Customer Response Center helps
customers meet their delivery schedules with 24-hour roadside assistance in

the unlikely event of an emergency.

RYDER SOLUTIONS
H

AND EXPERTISE HELP ENSURE CONSISTENT, FRESH, TIMELY DELIVERY

Since the majority of our more than 160,000 vehicles are painted and decaled
to promote our customers’ businesses, our role is often invisible to end
consumers. Ryder is a secret ingredient in the success of 15,000 customers,
including more than 2,000 food and beverage companies, that outsource their
transportation fleets, maintenance and other transportation requirements to us.
The same Ryder solutions and expertise that help ensure the consistent, fresh,
timely delivery of everything from dairy products, to baked goods, meats
and poultry are also at work in many other industries, including building

supplies, automotive parts, paper products, retail goods, metal products, home

furnishings and more.
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FLEETS
Full service leasing of trucks,
tractors and trailers with
maintenance, fuel, insurance
and available financing options.

MAINTENANCE
Programmed and preventive
maintenance at more than
850 service locations and
24/7 roadside assistance.

TECHNOLOGY
Advanced vehicle diagnostics,
experienced technicians,
information systems and
online customer tools.

TRUCK RENTAL
Vehicles for shori-term needs to
satisfy peak demand periods or

requirements,
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SUPPORT

Fuel tank monitoring & compliance,

RyderSafetyServices.com,
RyderFleetProducts.com
and UsedTrucks.Ryder.com.



SUPPLY CHAIN SOLUTIONS AND DEDICATED CONTRACT CARRIAGE

MAKING IT PERFORM

]

When you turn the key to start your new car for the first time, you culminate a
process that began up to 60 months earlier, on four continents, where as many
as 3,000 parts and components began their journey. As a car buyer you are
probably aware of the incredible advances the automotive industry has made
in the performance, reliability and overall value of cars produced over the past
10 years. However, you may not be as aware of the relationship between
supply chain management and your purchase decision. Supply chain
management has enabled carmakers to hold down costs, helping to make
unprecedented levels of technology, convenience and performance accessible

to all buyers.

Ryder has been a behind-the-scenes resource to the automotive industry for
more than 35 years. In the 1980s, automotive customers asked us to take over
their transportation management functions including vehicles, drivers and
routing utilizing our Dedicated Contract Carriage service. These relationships
led to our rapid expansion into the logistics and supply chain management
business. Customers liked our work and wanted us to take on a more strategic
role in their business processes. In 1987, we designed and implemented North
America’s first major just-in-time delivery system for a new state-of-the-art
automotive assembly plant located in Kentucky. Over time, the reliability of
our performance in this industry and the quality of our customer relationships

have created many new opportunities.

i
- GLOBALLY, RYDER SUPPORTS THE PRODUCTION

I

OF MORE THAN EIGHT MILLION AUTOMOBILES EACH YEAR

Today, Ryder Supply Chain Solutions serves as the lead logistics provider for
more than 30 automotive assembly plants and 25 tier-one suppliers located
around the world. Globally, Ryder Supply Chain Solutions plays a role in the
production of more than eight million automobiles each year. The same Ryder
Supply Chain Solutions that keep multi-million-dollar automotive assembly
lines operating efficiently, are also at work 24/7 around the world helping the
companies you know compete more aggressively in industries including
technology, consumer goods, telecommunications, office products, aerospace,

publishing and more.
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ENGINEERING
Logistics planners and engineers
assess, design and implement

a total network solution to
improve flows and reduce costs.

EXECUTION

Integration, management and
operation of product flow to
and from multiple destinations
using all modes of transportation.

INBOUND

Managing inbound material
into assembly plants with
just-in-time services and supplier
logistics center operations.

People, processes and technology
to improve storage, inventory,

information flow, cash flow and
order-to-fulfillment cycles.

OUTBOUND

Synchronized distribution of goods
using Dedicated Contract Carriage
and other transportation
management solutions.







UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

Form 10-K

ANNUAL REPORT PURSUANT TCO SECTION 13 OR 15(d)

OF THE SECURITIES EXCHANGE ACT OF 1934
For the fiscal year ended December 31, 2004

OR

O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d)
OF THE SECURITIES EXCHANGE ACT OF 1934

For the tramsition period from to

Commission file number: 1-4364

Cluser
RYDER SYSTEM, INC.

{Exact name of registrant as specified in its c)erter)

Florida 59-0739250
(State or other jurisdiction of incorporation or organization) (I.R.S. Employer Identification No.)

3600 N.W. 82™ Avenue,
Miami, Florida 33166 (305) 500-3726

{Address of principal executive offices, including zip code) (Telephone number, including area code)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities
Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such
reports), and (2) has been subject to such filing requirements for the past 90 days. Yes No O

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained herein, and will
not be contained, to the best of the registrant’s knowledge, in definitive proxy or information statements incorporated by reference
in Part 111 of this Form 10-K or any amendment to this Form 10-X.

Indicate by check mark whether the registrant is an accelerated filer (as defined in Rule 12b-2 of the Act). Yes No [0
The aggregate market value of the voting and non-voting common equity held by non-affiliates of the registrant computed by
reference to the price at which the common equity was sold at June 30, 2004 was $2,527,190,520. The number of shares of Ryder
System, Inc. Common Stock ($0.50 par value per share) outstanding at January 31, 2005 was 64,091,863.

Documents Incorporated by Reference into this Report Part of Form 10-K into which Document is Incorporated

Ryder System, Inc. 2005 Proxy Statement Part II

Securities registered pursuant to Section 12(b) of the Act:

Title of each class Name of exchange on which registered
Ryder System, Inc. Common Stock ($0.50 par value) New York Stock Exchange
Ryder System, Inc. 9% Series G Bonds, due May 15, 2016 New York Stock Exchange
Ryder System, Inc. 9%% Series K Bonds, due May 15, 2017 New York Stock Exchange

Securities registered pursuant to Section 12(g) of the Act: None




PART I
ITEM |
ITEM 2
ITEM 3
ITEM 4
PART 1I
ITEM 5

ITEM 6
ITEM 7

ITEM 7A
ITEM 8
ITEM 9

ITEM %A
ITEM 9B

PART III
ITEM 10
ITEM 11
ITEM 12

ITEM 13
ITEM 14

PART 1V

ITEM 15

RYDER SYSTEM, INC.
Form 10-K Annual Report

TABLE OF CONTENTS

Business.................. e S P
Properties . ...t
Legal Proceedings .. .....coviiii i e
Submission of Matters to a Vote of Security Holders..........................

Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer
Purchases of Equity Securities . ....... .. .. i
Selected Financial Data ................... e
Management’s Discussion and Analysis of Financial Condition and Results of
OPETAtIONS . . o ottt ettt e e
Quantitative and Qualitative Disclosures About Market Risk ...................
Financial Statements and Supplementary Data ................. ... ...........
Changes in and Disagreements with Accountants on Accounting and Financial
DASCIOSUTE ..ot ee
Controls and Procedures ... ... .. . i e
Other Information . ........ ... i

Directors and Executive Officers of the Registrant ................... ... .....
Executive Compensation . ... ..........uuuurt i
Security Ownership of Certain Beneficial Owners and Management and Related
Stockholder Matters .. ... ...t e
Certain Relationships and Related Transactions ..................... ... ...,
Principal Accountant Fees and Services ...,

Exhibits and Financial Statement Schedules .......... ... .. ... ... ... . ... . ....
Exhibit Index

SIGNATURES . .

Page No.

11
12
12

13
14

15
42
43

95
95
95

95
95

96
96
96

96




PART I

ITEM 1. BUSINESS
OVERVIEW

Ryder System, Inc., a Florida corporation organized in 1955, is a leader in transportation and supply
chain management solutions. Our business is divided into three business segments: Fleet Management
Solutions (FMS), which provides leasing, commercial rental and programmed maintenance of commercial
trucks, tractors and trailers to customers, principally in the U.S., Canada and the U.K.; Supply Chain
Solutions (SCS), which provides comprehensive supply chain consulting and lead logistics management
solutions throughout North America and in Latin America, Europe and Asia; and Dedicated Contract
Carriage (DCC), which provides vehicles and drivers as part of a dedicated transportation solution in
North America.

Financial information relating to each of our business segments is included in the notes to
consolidated financial statements as part of Item 8 of this report.

INDUSTRY AND OPERATIONS

Fleet Management Solutions

QOver the last several years, many key trends have been reshaping the transportation industry,
particularly the $56 billion private commercial fleet market and the $25 billion U.S. commercial fleet lease
and rental market. Commercial vehicles have become more complicated requiring companies to spend a
significant amount of time and money to keep up with new technology, diagnostics, retooling and training.
Because of increased demand for convenience, speed and reliability, companies that own and manage their
own fleet of vehicles have put greater emphasis on the quality of their preventive maintenance and safety
programs. Finally, new regulatory requirements such as regulations covering diesel emissions and the
number of off-duty rest hours a driver must take (hours of service regulations) have placed additional
administrative burdens on private fleet owners.

Through our FMS business, we provide our customers with flexible fleet solutions that are designed to
improve their competitive position by allowing them to focus on their core business and to redirect their
capital to other parts of their business. Our FMS product offering includes a wide-range of full service
leasing, commercial rental and programmed maintenance solutions as well as additional value-added fleet
support services such as insurance, vehicle administration and fuel services. In addition, we provide our
leasing customers with access to a large selection of used trucks, tractors and trailers through our used
vehicle sales program.

For the fiscal year ended December 31, 2004, our global FMS business accounted for 64% of our
third-party revenues. Our FMS customers in the U.S. range from small businesses to large national
enterprises. These customers operate in a wide variety of industries, the most significant of which include
beverage, newspaper, grocery, lumber and wood products, home furnishings and metal. At December 31,
2004, we had a U.S. fleet of approximately 137,800 commercial trucks, tractors and trailers leased or
rented through 719 locations in 48 states and Puerto Rico.

Our domestic FMS business is divided into 7 regions: Northeast, Mid-South, Gulf States, East
Central, Midwest, Southwest and West. Each region is divided into 7 to 12 customer business units
(CBU) and each CBU contains 7 to 15 branch offices. A branch office typically consists of a maintenance
facility or “shop,” offices for sales and other personnel, and in many cases, a commercial rental counter.
Our maintenance facilities typically include a service island for refueling, safety inspections and
preliminary maintenance checks as well as a shop for preventive maintenance and repairs.

Full Service Leasing. We target leasing customers that would benefit from outsourcing their fleet
management function or upgrading their fleet without having to dedicate a significant amount of their own
capital. Under a typical full service lease, we provide the vehicles, programmed maintenance, supplies and
related equipment necessary for operation of the vehicles while our customers furnish and supervise their
own drivers and dispatch and exercise control over the vehicles. However, our leasing experts will assess a
customer’s situation and, after considering the size of the customer, residual risk, balance sheet treatment
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and other factors, will tailor a leasing program that best suits the customer’s needs. Once we have agreed
on a leasing program, we acquire vehicles and components that are custom engineered to the customer’s
requirements and lease the vehicles to the customers for periods generally ranging from three to seven
years. Because we purchase a large number of vehicles from a limited number of manufacturers, we are
able to leverage our buying power as well as provide a cost effective alternative to maintaining their own
fleet of vehicles. We also offer our leasing customers the additional fleet support services described below.
At December 31, 2004, we leased approximately 101,800 vehicles under full service leases in the U.S. At
December 31, 2004, we had more than 11,300 full service lease customer accounts in the U.S.

Commercial Rental. We target rental customers that have a need to supplement their private fleet of
vehicles on a short-term basis (typically from less than one month up to one year in length) either
because of seasonal increases in their business or discrete projects that require additional transportation
resources. Qur rental representatives assist our customers in selecting a vehicle that satisfies the customer’s
needs and supervise the rental process, which includes execution of a rental agreement and a vehicle
inspection. In addition to vehicle rental, we offer our rental customers liability insurance coverage under
our existing policies and the benefits of our comprehensive fuel services program. Qur commercial rental
fleet also provides additional vehicles to our full service lease customers to handle their peak or seasonal
business needs. At December 31, 2004 a fleet of approximately 36,000 vehicles, ranging from heavy-duty
tractors and trailers to light-duty trucks, was available for commercial short-term rental in the U.S. The
rental fleet’s average age was 4.3 years. The utilization rate of the rental fleet during fiscal year 2004 was
approximately 77%.

Programmed Maintenance. Our programmed maintenance customers typically include our full
service lease customers as well as customers that want to utilize our extensive network of maintenance
facilities and trained technicians to maintain the vehicles they own or lease from third parties, usually a
bank or other financial institution. The Ryder Programmed Maintenance service offering is designed to
reduce vehicle downtime through preventive/predictive maintenance based on vehicle type and driving
habits, vehicle repair including parts and labor, 24-hour emergency roadside service and replacement
vehicles for vehicles that are temporarily out of service. These vehicles are typically serviced at our own
facilities. However, based on the size and complexity of a customer’s fleet, we may operate an on-site
maintenance facility, or captive shop, at the customer’s location. At December 31, 2004, we had 1,400
programmed maintenance customer accounts in the U.S.

Fleet Support Services. In order to capitalize on our large base of lease customers, we are
continuously expanding our fleet support service offerings. Currently we offer the following fleet support
services:

Service Description

Insurance .................... Liability insurance coverage under Ryder’s insurance program which
includes monthly invoicing, discounts based on driver performance
and vehicle specifications, fiexible deductibles and claims
administration; gap insurance; fleet risk assessment

Safety ... L Establishing safety standards; providing safety training, driver
certification, prescreening and road tests; safety audits; instituting
procedures for transport of hazardous materials; coordinating drug
and alcohol testing; loss prevention consulting

Fuel......................... Fuel purchasing (both in bulk and at the pump) at competitive
prices; fuel planning; fuel tax reporting; centralized billing; fuel
cards

Administrative ... ............. Vehicle use and other tax reporting; permitting and licensing;

regulatory compliance (including hours of service administration)

Environmental management. .. .. Storage tank monitoring; stormwater management; environmental
: training; ISO 14001 certification




Used Vehicles. We typically sell our used vehicles at one of our 49 sales centers throughout North
America, at Ryder branch locations or through our website at www.Usedtrucks. Ryder.com. Before we
offer any used vehicle for sale, our technicians assure that it is Road Ready, which means that the vehicle
has passed a 43-point performance inspection based on specifications formulated through the Ryder
Programmed Maintenance program. Although we typically sell our used vehicles for prices in excess of
book value, the extent to which we are able to realize a gain on the sale of used vehicles is dependent
upon various factors including the general state of the used vehicle market, the age and condition of the
vehicle at the time of its disposal and depreciation rates with respect to the vehicle.

FMS Business Strategy. Our FMS business strategy revolves around the following interrelated goals
and priorities:

o deliver unparalleled maintenance, environmental and safety services to our customers;

o offer a wide range of support services that complement our leasing, rental and maintenance
businesses;

> optimize asset utilization and management; and

o offer competitive pricing through cost management initiatives and increased pricing discipline on
new business.

FMS Acquisitions. On March 1, 2004, we completed an asset purchase agreement with Ruan
Leasing Company (Ruan) under which we acquired Ruan’s fleet of approximately 6,400 vehicles, 37 of its
111 service locations and more than 500 customers. Ryder also acquired full service contract maintenance
agreements covering approximately 1,700 vehicles. Effective December 31, 2003, we also acquired
substantially all the assets of Iowa-based General Car and Truck Leasing System {General), a major
privately held commercial truck leasing, maintenance and rental company, including General’s fleet of
approximately 4,200 vehicles, 15 of its 34 service locations and more than 700 customers. The combined
networks operate under Ryder’s name and allow us to leverage our existing U.S. infrastructure in key
markets while adding new infrastructure to strengthen our presence in targeted areas of the Midwest,
Southeast, Mid-Atlantic and Southwest.

Supply Chain Solutions

The global supply chain logistics market is estimated to be $200 billion. Several key trends are
affecting the market for third party logistics services. Logistics customers are increasingly focused on
logistic solutions that leverage information to enhance operating and financial performance demanding
more costly [T-based services, including warehouse and transportation management systems, shipment
tracking and web-enabled communications systems. Because increased customer expectations, expansion
into advanced service offerings and globalization require a more productive and meaningful relationship
between logistics providers and their customers, there is an increased emphasis on effective management
and relationship processes. Finally, the importance of creating value for logistics customers through
operating performance, cost management and service delivery has created a need for innovative broad-
based solutions that include a network of service providers.

Through our SCS business, we offer a complete range of innovative lead logistics management
services that are designed to optimize a customer’s global supply chain and address the needs and concerns
reflected by the trends previously mentioned. The term supply chain refers to a strategically designed
process that directs the movement of materials, funds and related information from the acquisition of raw
materials to delivery of finished products to the end-user. Our SCS product offerings are organized into
three categories: professional services, distribution operations and transportation solutions. We also offer
our SCS customers a variety of information technology solutions, referred to as e-fulfillment, which are an
integral part of our other SCS services.

For the fiscal year ended December 31, 2004, our SCS business accounted for 26% of our revenues.
At December 31, 2004, we had 135 SCS customer accounts in the U.S., most of which are large
enterprises that maintain large, complex supply chains. These customers operate in a variety of industries
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including automotive, electronics, high-tech, telecommunications, industrial, acrospace, consumer goods,
paper and paper products, office equipment, food and beverage, and general retail industries.

Unlike our FMS operations, which are managed through a network of regional offices, CBUs and
branch offices, most of our core SCS business operations in the U.S. revolve around our customers’ supply
chain and are strategically located to maximize efficiencies and reduce costs. These SCS facilities are
typically leased. Along with those core customer specific locations, we also concentrate certain logistics
expertise in locations not associated with specific customer sites. For example, Ryder’s carrier
procurement, contract management and freight bill audit and payment services groups operate out of our
carrier management center in Ann Arbor, Michigan and our transportation optimization and execution
groups operate out of our logistics centers in Farmington Hills, Michigan and Ft. Worth, Texas,
respectively.

We are awarded a significant portion of our SCS business through requests for proposals or RFP
processes. Many companies that maintain elaborate supply chain networks, including many of our existing
customers, submit an RFP with respect to all or a portion of their supply chain. A team of SCS operations
and logistics design specialists as well as representatives from our finance, real estate and information
technology departments will formulate a bid that includes a proposed supply chain solution as well as
pricing information. The bid may include one or more of the following SCS services.

Professional Services. Our SCS business offers a variety of consulting services that support every
aspect of a customer’s supply chain. Qur SCS experts are available to evaluate a customer’s existing
supply chain to identify inefficiencies, as well as opportunities for integration and improvement. Once the
assessment is complete, we work with the customer to develop a supply chain strategy that will create the
most value for the customer and their target clients. Once a customer has adopted a supply chain strategy,
a team of SCS logistics experts and representatives from our information technology, real estate, finance
and transportation management groups work together to design a strategically focused supply chain
solution. The solution may include both a distribution plan that sets forth the number, location and
function of each distribution facility and a transportation solution that sets forth the mode or modes of
transportation and route selection. In addition to providing the distribution and transportation expertise
necessary to implement the supply chain solution, our SCS representatives can coordinate and manage all
aspects of the customer’s supply chain provider network to assure consistency, efficiency and flexibility. We
also provide transportation consulting services to our SCS customers, which allow us to leverage the
expertise and resources of our FMS business.

Distribution Operations. Our SCS business offers a wide range of services relating to a customer’s
distribution operations such as designing a customer’s distribution or warehouse facility, managing the
customer’s existing distribution facilities or a facility we acquire in order to provide the agreed-upon
services, managing the flow of goods directly from the receiving function to the shipping function (cross-
docking), coordinating warehousing and transportation for inbound material flows, handling import/export
for international shipments, coordinating just-in-time replenishment of component parts to manufacturing
and final assembly, monitoring shipment and inventory status through web-enabled tracking solutions,
providing logistics services in connection with the return of products to our customers after delivery to a
target client (reverse logistics) and providing additional value-added services such as light assembly of
components into defined units (kitting), packaging and refurbishment.

Transportation Solutions. Our SCS business offers services relating to all aspects of a customer’s
transportation network. Our team of transportation experts provides shipment planning and execution,
which include shipment consolidation, load scheduling and delivery confirmation through a series of
technological and web-based solutions. Our transportation consultants, in conjunction with our Ryder
freight brokerage department, focus on carrier procurement of all modes of transportation, rate negotiation
and freight bill audit and payment services. In addition, our SCS business provides customers as well as
our FMS and DCC businesses with capacity management services that are designed to create load-
building opportunities and minimize excess capacity.




SCS Business Strategy. Our SCS business strategy revolves around the following interrelated goals
and priorities:

» offer strategically-focused comprehensive supply chain solutions to our customers;
» leverage the expertise and resources of our FMS business;
» achieve strong partnering relationships with our customers;

= be a market innovator by continuously improving the effectiveness and efficiency of our solution
delivery model;

o serve our customer’s global needs as lead manager, integrator and high-value operator; and
o create shareholder value for our customers.
BDedicated Contract Carriage

The U.S. dedicated contract carriage market is estimated to be $8 billion. This market is affected by
many of the trends that impact our FMS business such as the increased cost associated with purchasing
and maintaining a fleet of vehicles. The administrative burden relating to regulations issued by the
Department of Transportation (DOT) regarding driver screening, training and testing as well as record
keeping and other costs associated with the new hours of service requirements make our DCC product an
attractive alternative to private fleet management. In addition, market demand for just-in-time delivery
creates a need for well-defined routing and scheduling plans that are based on comprehensive asset
utilization analysis and fleet rationalization studies.

Through our DCC business segment, we combine the equipment, maintenance and administrative
services of a full service lease with additional services to provide a customer with a dedicated
transportation solution that is designed to increase their competitive position, improve risk management
and integrate their transportation needs with their overall supply chain. Such additional services include
driver hiring and training, routing and scheduling, fleet sizing, safety, regulatory compliance, risk
management, technology and communication systems support including on-board computers, and other
technical support. These additional services allow us to address on behalf of our customers the labor issues
associated with maintaining a private fleet of vehicles, such as driver turnover, government regulation,
including hours of service regulations, DOT audits and workers compensation.

Our DCC consultants examine and assess the customer’s transportation needs. In order to customize
an appropriate DCC transportation solution for our customers, our DCC logistics specialists perform a
transportation analysis using advanced logistics planning and operating tools. Based on this analysis, they
formulate a distribution plan that includes the routing and scheduling of vehicles, the efficient use of
vehicle capacity and overall asset utilization. The goal of the plan is to create a distribution system that
optimizes freight flow while meeting a customer’s service goals. A team of DCC transportation specialists
can then implement the plan by leveraging the resources, expertise and technological capabilities of both
our FMS and SCS businesses.

To the extent a distribution plan includes multiple modes of transportation (air, rail, sea and
highway), our DCC experts, in conjunction with our SCS transportation specialists, select appropriate
transportation modes and carriers, place the freight, monitor carrier performance and audit billing. In
addition, through our SCS business, we can reduce costs and add value to a customer’s distribution system
by aggregating orders into loads, looking for shipment consolidation opportunities and organizing loads for
vehicles that are returning from their destination point back to their point of origin (backhaul).

Because it is highly customized, our DCC product is particularly attractive to companies that operate
in industries that have time-sensitive deliveries or special handling requirements, such as newspapers and
refrigerated products, as well as to companies whose distribution system involves multiple stops within a
closed loop highway route.




For the fiscal year ended December 31, 2004, our DCC business accounted for 10% of our revenues.
At December 31, 2004, we had 227 DCC customer accounts in the U.S. Although a significant portion of
our DCC operations are located at customer facilities, our DCC business utilizes and benefits from our
extensive network of FMS facilities.

DCC Business Strategy. Our DCC business strategy revolves around the following interrelated goals
and priorities:

+ align our DCC and SCS businesses to create revenue opportunities and improve operating
efficiencies in both segments, particularly through increased backhaul utilization;

+ increase market share for customers that operate closed loop distribution systems that require a
more comprehensive transportation solution;

+ leverage the expertise and resources of our FMS business; and

» expand our DCC support services to create customized transportation solutions for new customers
and improve the solutions we have created for existing customers.

International

In addition to our operations in the U.S., we have FMS and SCS operations in Canada, Latin
America, Europe and Asia. We have made it a goal to expand our international operations by leveraging
our domestic product offerings and customer base.

Canada. We have been operating in Canada for over 40 years. Qur FMS operations in Canada
include full service leasing, commercial rental and programmed maintenance. We also offer fieet support
services such as insurance, fuel services and compliance services. At December 31, 2004, we had a fleet of
approximately 10,700 commercial trucks, tractors and trailers leased or rented through 42 locations
throughout 8 Canadian provinces. At December 31, 2004, we leased vehicles to over 1,200 full service
lease customer accounts in Canada.

Our Canadian SCS operations also include a full range of services including lead logistics
management services and distribution and transportation solutions. Given the proximity of this market to
our U.S. operations, the Canadian operations are highly coordinated with their U.S. counterparts,
managing cross-border transportation and freight movements. At December 31, 2004, we had 55 SCS
customer accounts in Canada.

Europe. We began operating in the U.K. in 1971 and since then have expanded into other parts of
Europe including Ireland, Germany and Poland by leveraging our operations in the U.S. and the U.K. Our
FMS operations in Europe include full service leasing, commercial rental and programmed maintenance.
We also offer fleet support services such as insurance, fuel services, compliance services, driver capability
and on-board technology.

At December 31, 2004, we had a fleet of approximately 12,500 commercial trucks, tractors and
trailers leased or rented through 36 locations throughout the UK. and Germany. We also manage a
network of over 450 independent maintenance facilities in the U.K. to serve our customers where we are
unable to provide service in a Ryder managed location. In addition to our typical FMS operations, we also
supply and manage vehicles, equipment and personnel for military organizations in the U.K. and Germany.
At December 31, 2004, we leased vehicles to over 1,100 full service lease customer accounts in the U.K.
and Germany.

Our European operations include a complete range of service offerings including lead logistics
management services, distribution and transportation solutions, and logistics consulting and design services.
In addition, we operate a comprehensive shipment, planning and execution system through our European
transportation management services center located in Diisseldorf, Germany. At December 31, 2004, we
had 23 SCS customer accounts in Europe.




Latin America. We began operating in Mexico, Brazil and Argentina in the mid-1990s. In all of
these markets we offer a full range of SCS services, including managing distribution operations and cross-
docking terminals, and designing and managing customer specific transportation solutions. In our Argentina
and Brazil operations, we also offer international transportation services for freight moving between these
markets, including transportation, backhaul and customs procedure management. Our Mexican operations
also manage more than 2,700 border crossings each week between Mexico and the U.S., often highly
integrated with our domestic distribution and transportation operations. At December 31, 2004, we had 113
SCS customer accounts in Latin America.

Asia. We began operating in Asia in 2000 through our acquisition of Ascent Logistics. Although our
Asian operations are headquartered in Singapore, we also provide logistics and consulting services in China
via our Shanghai office and coordinate logistics activities in countries such as Thailand, India, Malaysia,
Australia and New Zealand. We offer a wide range of SCS services to customers in the region, including
management of distribution operations, domestic transportation management, coordination, scheduling and
management of international freight movement, postponement, bundling and other customization activities,
and procurement. At December 31, 2004, we had 79 SCS customer accounts in Asia.

E-Commerce Selutions

As part of the services provided by our FMS, SCS and DCC business segments, we have developed
the following e-commerce solutions:

o e-Fulfillment — provides end-to-end management of the fulfillment channel from order entry to
final delivery, including web-enabled inventory visibility, transportation planning/management,
value-added services and reverse logistics;

o Ryder.com — includes a range of web-enabled tools that allow SCS and DCC customers to access
information and enhance supply chain performance;

o RyderTrac/RyderShip/RyderFlow — web-enabled shipment tracking system;

o RyderFleetProducts.com — after market distributor of a complete range of truck parts, shop
supplies, safety products and automotive products for private fleets;

o Usedtrucks.Ryder.com — listing of Road Ready used vehicles for sale from Ryder’s extensive fleet
including maintenance histories; and

o RyderSafetyServices.com — after market distributor of a complete range of safety products and
services related to fleet management.

Administration

We have consolidated most of our financial administrative functions for the U.S. and Canada,
including credit, billing and collections, into our Shared Services Center, a centralized processing center
located in Alpharetta, Georgia. This centralization results in more efficient and consistent centralized
processing of selected administrative operations. The Shared Services Center’s main objectives are to
reduce on-going annual administrative costs, enhance customer service through process standardization,
create an organizational structure that will improve market flexibility and allow future reengineering efforts
to be more easily attained at lower implementation costs.

Regulation

Our business is subject to regulation by various federal, state and foreign governmental entities. The
DOT and various state agencies exercise broad powers over certain aspects of our business, generally
governing such activities as authorization to engage in motor carrier operations, safety and financial
reporting. We are also subject to a variety of requirements of national, state/provincial and local
governments, including the Environmental Protection Agency and the Occupational Safety and Health
Administration, that regulate safety, the management of hazardous materials, water discharges and air
emissions, solid waste disposal and the release and cleanup of regulated substances. We may also be
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subject to licensing and other requirements imposed by the U.S. Department of Homeland Security and
U.S. Customs Service as a result of increased focus on homeland security and air C-TPAT certification.
We may also become subject to new or more restrictive regulations imposed by these agencies, or other
authorities relating to engine exhaust emissions, drivers’ hours of service, security and ergonomics.

The Environmental Protection Agency has issued regulations that require progressive reductions in
exhaust emissions from diesel engines from 2007 through 2010. Beginning in October 2002, new diesel
engines were required to meet new emissions limits. Some of these regulations require subsequent
reductions in the sulfur content of diesel fuel beginning in June 2006 and the introduction of emissions
after-treatment devices on newly manufactured engines and vehicles beginning with the model year 2007.

Safety

Safety is an integral part of our strategy because preventing injury and decreasing service interruptions
increases efficiency and customer satisfaction. In 2002, we were awarded the Green Cross for Safety from
the National Safety Council for our commitment to workplace safety and corporate citizenship.

Our safety department focuses on (i) recruiting and maintaining qualified drivers; (ii) improving
driver and management safety training; (iii) implementing periodic reviews of driver records; (iv) creating
incentives for drivers with good safety records; and (v) raising awareness of safety-related issues on a
company-wide basis.

In addition, our safety department develops driver safety and training programs such as hours of
service, driving ethics, security and hazmat transport in order to promote safety, customer relations, service
standards and productivity. All of our drivers must meet or exceed DOT qualifications. Qur safety
department updates driver qualification files at least annually to maintain compliance with DOT
regulations.

Risk Management

The nature of our business exposes us to risk of liability for damages arising primarily out of cargo
loss and damage, customer-managed inventory shrinkage, vehicle liability, property damage and workers
compensation. We are responsible for a deductible for auto liability, physical damage, cargo and workers
compensation claims. We maintain insurance with independent insurance carriers that provide coverage for
claims in excess of deductible amounts. Management believes that our insurance coverage is adequate.

Competition

As an alternative to using our services, customers may choose to provide these services for themselves,
or may choose to obtain similar or alternative services from other third-party vendors.

Our FMS and DCC business segments compete with companies providing similar services on a
national, regional and local level. Regional and local competitors may sometimes provide services on a
national level through their participation in various cooperative programs. Competitive factors include
price, equipment, maintenance, service and geographical coverage and, with respect to DCC, driver and
operations expertise. We compete with other finance lessors and also to an extent, particularly in the U.K.,
with a number of truck and trailer manufacturers who provide truck and trailer leasing, extended warranty
maintenance, rental and other transportation services. Value-added differentiation of the full service truck
leasing, truck rental and contract truck maintenance service and DCC offerings has been, and will continue
to be, our emphasis.

In the SCS business segment, we compete with companies providing similar services on an
international, national, regional and local level. Additionally, this business is subject to potential
competition in most of the regions it serves from air cargo, shipping, railroads, motor carriers and other
companies that are expanding logistics services such as freight forwarders, contract manufacturers and
integrators. Competitive factors include price, service, equipment, maintenance, geographical coverage,
market knowledge, expertise in logistics-related technology, and overall performance (e.g., timeliness,
accuracy and flexibility). Value-added differentiation of these service offerings across the full global supply
chain will continue to be our overriding strategy.




Empioyees

At December 31, 2004, we had approximately 26,300 full-time employees worldwide, of which 22,000
were employed in North America, 2,300 in Latin America, 1,650 in Europe and 350 in Asia. We have
approximately 19,900 hourly employees in the United States, approximately 3,200 of which are organized
by labor unions. These employees are principally represented by the International Brotherhood of
Teamsters, the International Association of Machinists and Aerospace Workers and the United Auto
Workers, and their wages and benefits are governed by 97 labor agreements that are renegotiated
periodically. None of the businesses in which we currently engage have experienced a material work
stoppage, slowdown or strike and we consider that our relationship with our employees is good.

EXECUTIVE OFFICERS OF THE REGISTRANT

All of the executive officers of Ryder were elected or re-elected to their present offices either at or
subsequent to the meeting of the Board of Directors held on May 7, 2004 in conjunction with Ryder’s
2004 Annual Shareholders’ Meeting. They all hold such offices, at the discretion of the Board of Directors,
until their removal, replacement or retirement.

Name Age Position
Gregory T. Swienton ... ... 55  Chairman, President and Chief Executive Officer
Robert D. Fatovic ........ 39 Executive Vice President, General Counsel and Corporate Secretary
Art A. Garcia............ 43 Vice President and Controller
Gregory F. Greene. . .... .. 45  Senior Vice President, Strategic Planning and Development
Bobby J. Griffin.......... 56  Executive Vice President, International Operations
Gregory E. Hyland ....... 54  Executive Vice President, U.S. Fleet Management Solutions
Tracy A. Leinbach ....... 45  Executive Vice President and Chief Financial Officer
Vicki A. O’'Meara ........ 47  Executive Vice President and Chief of Corporate Operations
Thomas S. Renehan ... ... 42  Senior Vice President, Asset Management, Sales and Marketing
Robert E. Sanchez ....... 39  Senior Vice President and Chief Information Officer
Anthony G. Tegnelia...... 59  Executive Vice President, U.S. Supply Chain Solutions
Jennifer E. Thomas ....... 42  Senior Vice President and Chief Human Resources Officer

Gregory T. Swienton has been Chairman since May 2002, President since June 1999 and Chief
Executive Officer since November 2000. Before joining Ryder, Mr. Swienton was Senior Vice President of
Growth Initiatives of Burlington Northern Santa Fe Corporation (BNSF) and before that Mr. Swienton
was BNSE’s Senior Vice President, Coal and Agricultural Commodities Business Unit.

Robert D. Fatovic has served as Executive Vice President, General Counsel and Corporate Secretary
since May 2004. He previously served as Senior Vice President, U.S. Supply Chain Operations, High-Tech
and Consumer Industries from December 2002 to May 2004. Mr. Fatovic joined Ryder’s law department
in 1994 as assistant division counsel and has held various positions within the law department including
Vice President and Deputy General Counsel.

Art A. Garcia has served as Vice President and Controller since February 2002. Previously,
Mr. Garcia served as Group Director, Accounting Services, from September 2000 to February 2002 and
from April 2000 to June 2000. Mr. Garcia was Chief Financial Officer of Blue Dot Services, Inc., a
national provider of heating and air conditioning services, from June 2000 to September 2000. Mr. Garcia
served as Director, Corporate Accounting, for Ryder from April 1998 to April 2000. Mr. Garcia joined
Ryder in December 1997 as Senior Manager, Corporate Accounting.
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Gregory F. Greene has served as Senior Vice President, Strategic Planning and Development, since
April 2003. He previously served as Senior Vice President, Global Talent Management, from March 2002
to April 2003. Mr. Greene joined Ryder in August 1993 as Manager of Executive and International
Compensation and has since held various positions. Prior to joining Ryder, Mr. Greene served as Director
of Human Resources for Sunglass Hut, Inc.

Bobby J. Griffin has been Executive Vice President, International Operations since January 2003.
Previously, Mr. Griffin served as Executive Vice President, Global Supply Chain Operations since March
2001. Prior to this appointment, Mr. Griffin was Senior Vice President, Field Management West from
January 2000 to March 2001. Mr. Griffin was Vice President, Operations of Ryder Transportation Services
from 1997 to December 1999. Mr. Griffin also served Ryder as Vice President and General Manager of
ATE Management and Service Company, Inc. and of Managed Logistics Systems, Inc. operating units of
the former Ryder Public Transportation Services, positions he held from 1993 to 1997. Mr. Griffin was
Executive Vice President, Western Operations of Ryder/ATE from 1987 to 1993. He joined Ryder as
Executive Vice President, Consulting of ATE in 1986 after Ryder acquired ATE Management and Service
Company.

Gregory E. Hyland has served as Executive Vice President, U.S. Fleet Management Solutions since
October 2004. He previously served as President of the Industrial Products Segment for Textron, Inc. from
February 2002 to August 2003 and as Chairman and Chief Executive Officer of Textron Golf, Turf and
Specialty Products from January 2001 to January 2002. From September 1997 to December 2000,

Mr. Hyland served as President of the Engineered Products Group, Flow Control Division of Tyco
International.

Tracy A. Leinbach has been Executive Vice President and Chief Financial Officer since March 2003.
Ms. Leinbach served as Executive Vice President, Fleet Management Solutions, from March 2001 to
March 2003; Senior Vice President, Sales and Marketing from September 2000 to March 2001; and she
was Senior Vice President Field Management from July 2000 to September 2000. Ms. Leinbach also
served as Managing Director-Europe of Ryder Transportation Services from January 1999 to July 2000
and previously she had served Ryder Transportation Services as Senior Vice President and Chief Financial
Officer from 1998 to January 1999, Senior Vice President, Business Services from 1997 to 1998, and
Senior Vice President, Purchasing and Asset Management for six months during 1996. From 1985 to 1996,
Ms. Leinbach held various financial positions in Ryder subsidiaries.

Vicki A. O’Meara has been Executive Vice President and Chief of Corporate Operations since May
2004. Prior to that, Ms. O’Meara served as Executive Vice President and General Counsel from June 1997
and as Corporate Secretary from February 1998. Prior to joining Ryder, Ms. O’Meara was a partner with
the Chicago office of the law firm Jones Day. Previously, she held a variety of positions with the federal
government including service as Assistant Attorney General for the Environmental and Natural Resources
Division of the Department of Justice, Deputy General Counsel of the Environmental Protection Agency
and in the Office of White House Counsel.

Thomas S. Renehan has served as Senior Vice President, Asset Management, Sales and Marketing
since March 2004. He previously served as Senior Vice President, Asset Management from December
2002 to March 2004 and as Vice President, Asset Management from June 2001 to December 2002. Prior
to heading Asset Management, Mr. Renehan served as Vice President, Fleet Management Solutions in the
Southwest Region from January 2000 to June 2001. Mr. Renehan joined Ryder in October 1985 and has
held various positions with Ryder since that time.

Robert E. Sanchez has served as Senior Vice President and Chief Information Officer since January
2003. He previously served as Senior Vice President of Global Transportation Management from March
2002 to January 2003. Previously, he also served as Chief Information Officer from June 2001 to March
2002. Mr. Sanchez joined Ryder in 1993 as a Senior Business System Designer.
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Anthony G. Tegnelia has served as Executive Vice President, U.S. Supply Chain Solutions since
December 2002. Previously, he was Senior Vice President, Global Business Value Management.
Mr. Tegnelia joined Ryder in 1977 and has held a variety of other positions with Ryder including Senior
Vice President and Chief Financial Officer of Ryder’s integrated logistics business segment and Senior
Vice President, Field Finance.

Jennifer E. Thomas has served as Senior Vice President and Chief Human Resources Officer, since
November 2004. She previously served as Senior Vice President of Operations and practice leader for
Organizational Counseling with Right Management Consultants. From 2000 to 2002 she served as the
Senior Vice President of Human Resources for Burger King Corporation. Prior to Burger King,

Ms. Thomas served as Vice President of Human Resources for Republic Industries, Inc. from 1998 to
2000.

FURTHER INFORMATION

For further discussion concerning our business, see the information included in Items 7 and 8 of this
report. Industry and market data used throughout Item 1 was obtained through a compilation of surveys
and studies conducted by industry sources, consultants and analysts.

We make available free of charge through our website at www.ryder.com our Annual Report on
Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K and all amendments to those
reports as soon as reasonably practicable after such material is electronically filed with or furnished to the
Securities and Exchange Commission.

In addition, our Corporate Governance Guidelines, Principles of Business Conduct (including our
Finance Code of Conduct), and Board committee charters are posted on the Corporate Governance page
of our website at www.ryder.com.

ITEM 2. PROPERTIES

Qur properties consist primarily of vehicle maintenance and repair facilities, warehouses and other real
estate and improvements.

We maintain 953 FMS locations in the United States, Puerto Rico and Canada; we own
approximately 450 of these facilities and lease the remaining facilities. Our FMS locations generally
include a repair shop, fuel service island and administrative offices.

We also maintain 156 locations in the United States and Canada in connection with our domestic
SCS and DCC businesses. Almost all of our SCS locations are leased and generally include a warehouse
and administrative offices.

We maintain 72 international locations (locations outside of the United States and Canada) for our
international businesses. These locations are in the U.K., Ireland, Germany, Poland, Mexico, Argentina,
Brazil, China, Malaysia and Singapore. The majority of these locations are leased and generally include a
repair shop, warehouse and administrative offices.

On May 18, 2004, we sold our 400,000 square-foot corporate headquarters facility located on a
46.5-acre site. Ryder is currently leasing the property from the purchaser until our new headquarters
facility is available in April 2005. We will lease our new 250,000 square-foot headquarters building located
within a few miles of Ryder’s existing facility in Miami, Florida. Our decision to sell our current
headquarters facility and relocate to a smaller headquarters building arose from the need for a more cost-
effective and efficient office space that reflects the business requirements of Ryder today and in the future.
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ITEM 3. LEGAL PROCEEDINGS

Our subsidiaries are involved in various claims, lawsuits and administrative actions arising in the
course of our businesses. Some involve claims for substantial amounts of money and/or claims for punitive
damages. While any proceeding or litigation has an element of uncertainty, management believes that the
disposition of such matters, in the aggregate, will not have a material impact on our consolidated financial

condition, results of operations or liquidity.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

There were no matters submitted to a vote of our security holders during the quarter ended
December 31, 2004.
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PART II

ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY, RELATED
STOCKHOLDER MATTERS AND ISSUER PURCHASES OF EQUITY SECURITIES

Ryder Common Steck Prices

Stock Price Dividends per

ooRr T Common

High Low Share
2004
FIrst quarter ... ... .. e $38.99 33.61 0.15
Second quarter .......... ... 40.93 35.13 0.15
Third qUarter . . ... ... 47.14 37.92 0.15
Fourth quarter. . ... .. .. . 55.55 46.21 0.15
Full year. . ... ... $55.55 33.61 0.60
2003
First quarter . .. ... e $23.94 20.26 0.15
Second QUATET. .. .. ..ot e 27.34 20.00 0.15
Third qUarter .. ... 31.26 23.10 0.15
Fourth quarter ........... ... . ... .. 34.65 28.14 0.15
Fullyear ... ... ... $34.65  20.00 0.60

Our common shares are listed on the New York Stock Exchange. At January 31, 2005, there were
11,906 common stockholders of record and our stock price on the New York Stock Exchange was $45.55.

Purchases of Equity Securities

The following table provides information with respect to purchases we made of our common stock
during the three months ended December 31, 2004 and total repurchases:
Total Number of

Shares Purchased Maximum Number of
Total Number Average Price as Part of Publicly Shares That May Yet

of Shares Paid per Announced Be Purchased Under
Purchased® Share Program‘! the Program!
(Shares in thousands)
October 1 through October 31, 2004 ... .. .. 175,755 $47.88 170,214 2,467,786
November 1 through November 30, 2004. .. 156,138 51.31 154,000 2,313,786
December 1 through December 31, 2004 . .. 262,917 51.60 168,000 2,145,786
Total ... 594,810 $50.43 492214 2,145,786

(1) In July 2004, we announced a two-year share repurchase program providing for the repurchase of up 1o 3.5 million shares of
our common stock. Under the program, we have purchased in open-market transactions a total of 1,354,214 shares of our
common stock at December 31, 2004, a portion of which was purchased through a 10b5-1 trading plan.

(2) During the three months ended December 31, 2004, we purchased an aggregate of 492,214 shares of our common stock as part
of our share repurchase program and an aggregate of 102,596 shares of our common stock in employee-related transactions
outside of the share repurchase program. Employee-related transactions include: (i) shares of common stock delivered as
payment for the exercise price of options exercised or 1o satisfy the option holders’ withholding tax liability assoctated with our
stock-based compensation programs and (ii) open-market purchases by the trustee of Ryder’s deferred compensation plan
relating to investments by employees in our common stock, one of the investment options available under the plan.

13



ITEM 6. SELECTED FINANCIAL DATA

Years ended December 31
2004 2003 2002 2001 2000
(Dollars in thousands, except per share amounts)

Operating Data:

REVENUE .........oovneriiiinnnnn... $5,150,278 4,802,294 4,776,265 5,006,123 5,336,792
Earnings before accounting changes'") .. ... $ 215609 135559 112,565 18,678 89,032
Net earnings® . ... .. ... .. $ 215,609 131,436 93,666 18,678 89,032

Per Common Share Data:
Earnings before accounting changes —

Diluted™ ... .. $ 3.28 2.12 1.80 0.31 1.49
Net earnings — Diluted™@® ... .. ..., $ 3.28 2.06 1.50 0.31 1.49
Cash dividends . ..................cooot. $ 0.60 0.60 0.60 0.60 0.60
Book value® ... ... .. ... .. ...l $ 2348 20.85 17.75 20.24 20.86

Financial Data:

Total @SSEt. ... ...ovorit it $5,637,933 5,287,664 4,766,982 4,927,161 5,474,923
AVETAgE ASSELS . ...t $5,459,600 4,964,880 4,845,689 5,156,489 5,691,121
Return on average assets(%) ............. 3.9 2.6 1.9 0.4 1.6
Average asset turnover(%) ............... 94.3 96.7 98.6 97.1 93.8
Total debt .........o.oviiii ... $1,783,216 1,815,900 1,551,468 1,708,684 2,016,980
Long-term debt ........................ $1,393,666 1,449,489 1,389,099 1,391,597 1,604,242
Shareholders’ equity™ ... ................ $1,510,188 1,344,385 1,108,215 1,230,669 1,252,708
Debt to equity(%)® ....... .. ... .. 118 135 140 139 161
Average shareholders’ equity™® ........... $1,412,039 1,193,850 1,246,068 1,242,543 1,225,910
Return on average shareholders’

equity (%) ... 153 11.0 7.5 1.5 7.3
Net cash provided by operating activities ... § 883,034 811,302 614,703 356,671 1,022,967
Capital expenditures .................... $1,091,582 733,577 582,217 704,566 1,296,218

Other Data:
Average common shares — Diluted (in

thousands) .......................... 65,671 63,871 62,587 60,665 59,759
Number of vehicles — Owned and leased. . . 164,406 160,200 161,400 170,100 176,300
Number of employees ................... 26,300 26,700 27,800 29,500 33,100

Note: Certain prior year amounts have been reclassified to conform 1o the current year presentation.

(1) Earnings include restructuring and other (recoveries) charges, net of 8(11) million after-tax, or $(0.17) per diluted common
share in 2004, 82 million after-tax, or $0.04 per diluted common share in 2002, $81 million afier-tax, or $1.34 per diluted
common share in 2001 and $26 million after-tax, or 80.44 per diluted common share in 2000. Earnings also include goodwill
and intangible amortization totaling $12 million after-tax, or 30.19 per diluted common share in 2001 and $10 million after-
tax, or $0.17 per diluted common share in 2000. In addition, earnings include net income tax benefits of $9 million, or
$0.14 per diluted common share in 2004, associated with developments in various tax matters and $7 million, or $0.11 per
diluted common share in 2001, as a result of a change in Canadian tax law that reduced deferred taxes of our Canadian
operations.

(2) Net earnings for 2003 include the cumulative effect of a change in accounting principle for (i) variable interest entities resulting
in an after-tax charge of $3 million, or $0.05 per diluted common share and (ii} costs associated with eventual retirement of
long-lived assets primarily relating to components of revenue earning equipment resulting in an after-tax charge of $1 million,
or $0.02 per diluted common share. Net earnings for 2002 include the cumulative effect of a change in accounting principle for
goodwill resulting in an after-tax charge of $19 million, or $0.30 per diluted common share.

(3} Shareholders’ equity at December 31, 2004, 2003 and 2002 reflects after-tax equity charges of $189 million, 8187 million and
$229 million, respectively, related to the accrual of additional minimum pension liability.
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ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

The following Management’s Discussion and Analysis of Financial Condition and Results of
Operations (MD&A) should be read in conjunction with our consolidated financial statements and related
notes contained in Item § of this report on Form 10-K.

OVERVIEW

Our business is divided into three business segments: our Fleet Management Solutions
(FMS) business segment provides leasing, commercial rental and programmed maintenance of commercial
trucks, tractors and trailers to customers, principally in the U.S., Canada and the U.K.; our Supply Chain
Solutions (SCS) business segment provides comprehensive supply chain consulting and lead logistics
management solutions throughout North America and in Latin America, Europe and Asia; and our
Dedicated Contract Carriage (DCC) business segment provides vehicles and drivers as part of a dedicated
transportation solution in North America. We operate in extremely competitive markets. Our customers
select us based on numerous factors including service quality, price, technology and service offerings. As an
alternative to using our services, customers may also choose to provide these services for themselves, or
may choose to obtain similar or alternative services from other third-party vendors. OQur customer base
includes governments and enterprises operating in a variety of industries including automotive, electronics,
bigh-tech, telecommunications, manufacturing, acrospace, consumer goods, paper and paper products,
office equipment, food and beverage, and general retail industries.

Over the past several years we have made significant transformations in our business, addressing many
of the fundamental business processes throughout the organization. From 2000 to 2003, we reduced our
cost structure and strengthened our balance sheet in order to deliver long-term results to our shareholders
and also to make Ryder more competitive in the marketplace. In 2004, we continued this transformation
by demonstrating earnings leverage through profitable growth. During 2004, we were successful in growing
revenue in our transaction businesses and through strategic acquisitions in our FMS business.

As discussed in more detail throughout our MD&A, during 2004:

e Net earnings increased 64% to $216 million compared with $131 million in 2003. After-tax
earnings in 2004 benefited from gains on the sale of our headquarters complex of $15 million and
net income tax benefits of $9 million associated with developments in various tax matters.
Excluding these items, the earnings improvement was driven by the positive impact of FMS
acquisitions, improved FMS commercial rental performance, higher gains on FMS used vehicle
sales, lower pension costs, and reductions in operating expenses stemming from cost management
and process improvement actions.

o Total revenue increased 7% to $5.2 billion compared with 2003 due to the growth in FMS. During
2004, FMS revenue was positively impacted by acquisitions and higher rental revenue resulting
from better pricing and increased activity. Revenue comparisons for 2004 were also favorably
impacted by increased FMS fuel services revenue primarily as a result of higher average fuel
prices, and foreign currency exchange rate changes related to our international operations.

= We continued to target strategic opportunities in FMS. In March, Ryder completed the acquisition
of Ruan Leasing Company for $148 million. This acquisition enabled us to leverage our existing
infrastructure within FMS and drive profitable growth. We also completed two acquisitions related
to FMS at the end of 2003.

» Capital expenditures increased to $1.1 billion compared with $734 million in 2003. The increase in
capital expenditures was due primarily to increased activity in our full service lease business for
both new and replacement vehicles.

¢ Qur debt to equity ratio declined to 118% from 133% in 2003. Total obligations to equity ratio
declined to 129% from 146% in 2003. The decline in our leverage ratios was driven by our reduced
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funding needs as a result of improved operating performance and higher proceeds from sales of
property and revenue earning equipment.

+ The IRS proposed adjustments related to our 1998 to 2000 tax period which were resolved in
February 2005. See Note 11, “Income Taxes,” in the Notes to Consolidated Financial Statements.

ITEMS AFFECTING COMPARABILITY BETWEEN PERICDS
FMS Acquisitions

On March 1, 2004, we completed an asset purchase agreement with Ruan Leasing Company (Ruan)
under which we acquired Ruan’s fleet of approximately 6,400 vehicles, 37 of its 111 service locations and
more than 500 customers. Ryder also acquired full service contract maintenance agreements covering
approximately 1,700 vehicles. Effective December 31, 2003, we also acquired substantially all the assets of
General Car and Truck Leasing System (General), a major privately held commercial truck leasing,
maintenance and rental company, including General’s fleet of approximately 4,200 vehicles, 15 of its 34
service locations and more than 700 customers. The combined networks operate under Ryder’s name and -
allow us to leverage our existing U.S. infrastructure in key markets while adding new infrastructure to
strengthen our presence in targeted areas of the Midwest, Southeast, Mid-Atlantic and Southwest. The
results of these acquisitions have been included in the consolidated results of Ryder since the' dates of
acquisitions. '

Accounting Changes

As discussed in Note 1, “Summary of Significant Accounting Policies — Consolidation of Variable
Interest Entities,” in the Notes to Consolidated Financial Statements, effective July 1, 2003, Ryder
consolidated three variable interest entities (VIEs) in connection with the adoption of the Financial
Accounting Standards Board’s Interpretation No. (FIN) 46, “Consolidation of Variable Interest Entities”
(as revised by FIN 46-R issued December 2003). The consolidated VIEs were established as part of
previous sale-leaseback transactions of revenue earning equipment in which Ryder sold revenue earning
equipment to special-purpose entities and then leased the revenue earning equipment back as lessee under
operating lease arrangements. In connection with the sale-leaseback transactions executed in the form of
vehicle securitizations and a synthetic leasing arrangement, we provided credit enhancements and residual
value guarantees that obligated Ryder to absorb the majority of the expected losses from such entities, if
any are realized. Therefore, FIN 46 required that these entities be consolidated. The consolidation of the
VIEs did not have a significant impact on our consolidated net earnings; however, reported depreciation
expense, equipment rental and interest expense were impacted by the consolidation of the VIEs. In
addition, both net cash provided by operating activities and our free cash flow measure increased in 2004
and 2003 due to the add-back of depreciation expense on the VIEs’ revenue earning equipment and net
cash used in financing activities also increased due to principal payments on VIEs’ debt. '
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CONSOLIDATED RESULTS

Years ended December 31

2004 2003 2002
(In thousands, except per share
amounts)

Earnings before income taxes and cumulative effect of changes in

accounting principles" . . ... $331,122 212,475 175,883
Provision for income taxes™ . ... . ... 115,513 76,916 63,318
Earnings before cumulative effect of changes in accounting

principles ) $215,609 135,559 112,565
Per diluted common share . ............ ... ... $ 3.28 2.12 1.80
Net earnings @) $215,609 131,436 93,666
Per diluted common share . ............ ... ... $ 3.28 2.06 1.50
Weighted-average shares outstanding — Diluted. ................... 65,671 63,871 62,587

(1) Results include resiructuring and other (recoveries) charges, net of $(11) million after-tax. or §(0.17} per diluted common
share, in 2004 and 82 million after-tax, or 80.04 per diluted common share. in 2002. See Note 4, “Restructuring and Other
(Recoveries) Charges, Net,” in the Notes 1o Consolidated Financial Statements for additional discussion.

(2) 2004 includes a net income tax benefit of 89 million, or $0.14 per diluted common share, associated with developments in
various tax matters. See Note 11, “Income Taxes,” in the Notes 10 Consolidated Financial Statements for additional discussion.

{3} Net earnings for 2003 include the cumulative effect of a change in accounting principle for (i) variable interest entities resulting
in an after-tax charge of 83 million, or $0.05 per diluted common share, and (ii} costs associated with eveniual retirement of
long-lived assets primarily relating 10 components of revenue earning equipment resulting in an after-tax charge of 81 million,
or $0.02 per diluted common share. Net earnings for 2002 include the cumulative effect of a change in accounting principle for
goodwill resulting in an after-tax charge of $19 million, or 30.30 per diluted common share.

Earnings before income taxes and the cumulative effect of changes in accounting principles increased
56% to $331 million in 2004 compared with 2003. Earnings before income taxes in 2004 benefited from
gains on the sale of our headquarters complex of $24 million. Net earnings in 2004 benefited from after-
tax gains on the sale of our headquarters complex of $15 million, or $0.23 per diluted common share, and
a net income tax benefit of $9 million, or $0.14 per diluted common share, associated with developments
in various tax matters. Excluding these items, the earnings improvement in 2004 was driven by the positive
impact of FMS acquisitions, increased FMS rental pricing and utilization, higher gains on FMS used
vehicle sales, lower pension costs, and reductions in operating expenses stemming from cost management
and process improvement actions. The earnings growth rate in 2004 exceeded the related earnings per
share growth rate because the average number of shares outstanding increased 3% over prior year reflecting
the impact of stock issuances under employee stock option and stock purchase plans.

Earnings before income taxes and the cumulative effect of changes in accounting principles increased
21% to $212 million in 2003 compared with 2002. The increase in earnings was due to reductions in
operating expenses stemming from cost management and process improving actions, improved SCS
operating performance, better FMS rental pricing, and the impact of favorable exchange rate fluctuations.
These earnings increases were partially offset by an increase in annual pension expense that principally
impacted our FMS business segment, which employs the majority of the employees that participate in our
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primary U.S. pension plan. See “Operating Results by Business Segment” for further discussion of
operating results for the past three years.
Years ended December 31
2004 2003 2002
(In thousands)

Revenue:
Fleet Management Solutions . ............. ... ... ... ...... $3,602,839 3,231,675 3,183,022
Supply Chain Solutions. . ...t 1,354,003 1,362,428 1,388,299
Dedicated Contract Carriage ..............ccvvviiniein.. 506,100 514,731 517,961
Eliminations . ......... ..o (312,664) (306,540) (313,017)
Total ..o $5,150,278 4,802,294 4,776,265

Total revenue increased 7% to $5.2 billion in 2004 compared with 2003. During 2004, FMS revenue
was positively impacted by acquisitions and higher rental revenue resulting from a larger fleet, better
pricing and increased activity. FMS acquisitions contributed approximately $177 million for the year ended
December 31, 2004. Revenue comparisons were also impacted by increased FMS fuel services revenue
primarily as a result of higher average fuel prices, and favorable movements in foreign currency exchange
rates related to our international operations. Our businesses realize minimal changes in profitability as a
result of higher fuel services revenue as these generally reflect costs that are passed through to our
customers. Total revenue included a favorable foreign currency exchange impact of 1.6% due to the
strengthening of the British pound and the Canadian dollar. These increases were partially offset by
reduced FMS full service lease revenue on our U.S. base business (excluding acquisitions) and the non-
renewal of certain customer contracts in our SCS and DCC business segments.

Total revenue increased 1% to $4.8 billion in 2003 compared with 2002. Comparisons were impacted
by increased FMS fuel services revenue as a result of higher average fuel prices. During 2003, FMS was
negatively impacted by continued softness in the U.S. economy resulting in reduced full service lease and
programmed maintenance demand, as well as the impact of some ancillary business not renewed. These
decreases were partially offset by improved commercial rental revenue due to higher pricing. SCS revenue
decreased in 2003 compared with 2002 as a result of volume reductions combined with the non-renewal of
certain customer contracts. Revenue comparisons were favorably impacted by changes in foreign currency
exchange rates and expanded business in Canada, Latin America and Asia. Total revenue included a
favorable foreign currency exchange impact of 1.1% due to the strengthening of the British pound and the
Canadian dollar offset partially by the weakness of certain Latin American currencies.

Years ended December 31

2004 2003 2002
(In thousands)
Operating eXpPense ... ... ivrttr e e $2,305,703 2,039,156 1,949,384
Percentage of revenue .......... ... .. .. .. .. 45% 42% 41%

Operating expense increased 13% to $2.3 billion in 2004 compared with 2003. The increase was
principally a result of increases in fuel costs due to higher average fuel prices in 2004. Operating expense
was also impacted by higher maintenance costs resulting from a larger and older vehicle fleet and added
operating costs attributed to the FMS acquisitions. Operating expense increased 5% to $2.0 billion in 2003
compared with 2002. The increase was principally a result of increases in fuel costs due to higher average
fuel prices in 2003. Operating expense was also impacted by higher maintenance costs as a result of an
older fleet, offset by a reduction in overhead spending from ongoing cost management actions.
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Years ended December 31

2004 2003 2002
(In thousands)
Salaries and employee-related costs. . ......... ... ... ... .. ... $1,233,038 1,242,930 1,268,704
Percentage of revenue ......... .. i 24% 26% 27%

Salaries and employee-related costs decreased 1% to $1.2 billion in 2004 compared with 2003. The
decrease was primarily a result of lower pension expense and lower headcount in our SCS and DCC
business segments caused by the non-renewal of certain contracts, offset in part by higher performance-
based incentive compensation. Average headcount decreased 3% in 2004 compared with 2003. The number
of employees at December 31, 2004 decreased 1% to approximately 26,300, compared with 26,700 at
December 31, 2003.

Pension expense decreased $19 million in 2004 to $63 million compared with 2003 and principally
impacted FMS. The decrease in pension expense is primarily attributable to the U.S. pension plan and
reflects the positive impact of higher actual pension asset returns in 2003. We expect pension expense on a
pre-tax basis to decrease to approximately $58 million in 2005. Our 2005 pension expense estimates are
subject to change based upon the completion of actuarial analysis for all pension plans. See “Critical
Accounting Estimates” for further discussion on pension accounting estimates. The anticipated decrease in
pension expense would primarily impact our FMS business segment.

Salaries and employee-related costs decreased 2% to $1.2 billion in 2003 compared with 2002. The
decrease was a result of headcount reductions, which offset higher pension expense. Average headcount
decreased 6% in 2003 compared with 2002 reflecting the non-renewal of certain customer contracts, the
impact of cost management actions and reduced volumes across all business segments.

Years ended December 31

2004 2003 2002
(In thousands)
Freight under management expense. . ...............oovnn. .. $ 426,739 414,284 414,369
Percentage of revenue ........ ... ... .. .. 8% 9% 9%

Freight under management (FUM) expense represents subcontracted freight costs on logistics
contracts for which Ryder purchases transportation. FUM expense increased 3% to $427 million in 2004
compared with 2003. During 2004, FUM expense in our SCS business segment increased due to the
impact of added transportation management-based business and higher average pricing on subcontracted
freight costs resulting from increased fuel costs. The volume declines experienced in our SCS business
during 2004 were principally attributed to non-transportation based activities. FUM expense was flat in
2003 compared with 2002 as the net volume declines experienced in our SCS business during 2003 was
principally attributed to non-transportation management activity.

Years ended December 31

2004 2003 2002
(In thousands)
Depreciation eXpense . . ... vvt it $ 706,028 624,580 552,491
Gains on vehicle sales, net ........ ... .. .. . . i (34,504) (15,780) (14,223)
Equipment rental . ........ ... 108,468 200,868 343,531

Depreciation expense relates primarily to FMS revenue earning equipment. Depreciation expense
increased 13% to $706 million in 2004 compared with 2003. The growth in depreciation expense during
2004 reflected the consolidation of VIEs effective July 1, 2003 (approximately $40 million), the impact of
vehicles added as part of the recent FMS acquisitions, the conversion of leased units to owned status as a
result of lease extensions and the replacement of expiring leased units with owned units. See discussion on
FMS in “Operating Results by Business Segment” for further detail on vehicle counts. Depreciation
expense increased 13% to $625 million in 2003 compared with 2002. Although the overall fleet size
{owned and leased) declined 3% during 2003, depreciation expense grew because of an increase in the
average number of owned (compared with leased) revenue earning equipment units as a result of the
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consolidation of VIEs effective July 1, 2003 (approximately $40 million), the conversion of leased units to
owned status on lease extensions and the replacement of expiring leased units with owned units.

Gains on vehicle sales, net increased 119% to $35 million in 2004 compared with 2003 and 11% to
$16 million in 2003 compared with 2002. The increases in gains on vehicle sales were due to increases in
the number of FMS unit sales of owned vehicles and improvements in the average pricing on vechicles sold
over the preceding periods.

We periodically review and adjust residual values, reserves for guaranteed lease termination values and
useful lives of revenue earning equipment based on current and expected operating trends and projected
realizable values. See “Critical Accounting Estimates” for further discussion on depreciation and residual
value guarantees. While we believe that the carrying values and estimated sales proceeds for revenue
earning equipment are appropriate, there can be no assurance that a deterioration in economic conditions
or adverse changes to expectations of future sales proceeds will not occur, resulting in losses on disposal.

Equipment rental primarily consists of rental costs on revenue earning equipment in FMS. Equipment
rental costs decreased 46% to $108 million in 2004 compared with 2003. The significant decrease in 2004
was due to a reduction in the average number of leased vehicles (compared with owned) resulting from
the consolidation of VIEs effective July 1, 2003 (approximately $50 million), the conversion of leased
units to owned status as a result of lease extensions and the replacement of expiring lease units with owned
units. Equipment rental costs decreased 42% to $201 million in 2003 compared with 2002. The decrease
was due to a reduction in the average number of leased vehicles (compared with owned) resulting from
the consolidation of VIEs effective July 1, 2003 (approximately $50 million), term extensions and an
overall decline in fleet size, which principally impacted equipment under lease.

Years ended December 31

2004 2003 2002
(In thousands)
INterest EXPeNSE. . o\ vttt et et e e $100,114 96,169 91,718
Percentage of TeVENUE. . .. ... ottt 2% 2% 2%

Interest expense increased 4% to $100 million in 2004 compared with 2003. The increase in interest
expense reflects higher average debt levels, including debt of consolidated VIEs. Excluding interest expense
from consolidated VIEs, comparisons for 2004 were favorably impacted by overall lower market interest
rates and reduced effective interest rates as a result of hedging transactions, which principally benefited
FMS. Interest expense increased 5% to $96 million in 2003 compared with 2002. The increase in interest
expense reflects the impact of interest expense of approximately $10 million on debt of VIEs consolidated
effective July 1, 2003, partially offset by overall lower market interest rates and reduced effective interest
rates as a result of hedging transactions, which principally benefited FMS.

Years ended December 31

2004 2003 2002
(In thousands)
Miscellaneous INCOme, Met ... ... vt it ittt et $(8,754) (12,158)  (9,808)

Miscellaneous income, net decreased to $9 million in 2004 compared with 2003. Miscellaneous
income, net decreased because of the elimination of servicing fee income related to certain VIEs. Prior to
the consolidation of VIEs effective July 1, 2003, miscellaneous income, net included fee income related to
administrative services provided to vehicle lease trusts in connection with vehicle securitization
transactions. As a result of consolidating the vehicle securitization trusts, we no longer recognize service
fee income.

Miscellaneous income, net increased to $12 million in 2003 compared with 2002. During 2003,
miscellaneous income, net was favorably impacted from a $2 million gain on sale of a facility in our
European FMS operations, better market performance of investments classified as trading securities used
to fund certain benefit plans and lower losses on the sale of trade receivables related to the decreased use
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of our revolving receivables financing program. These positive factors were partially offset by the .
elimination of servicing fee income related to the vehicle lease trusts.

Years ended December 31

2004 2003 2002
{In thousands)
Restructuring and other (recoveries) charges, net....................... $(17,676)  (230) 4,216

Restructuring and other (recoveries) charges, net in 2004 relate primarily to $24 million in gains from
properties sold in connection with the relocation of our headquarters complex. During 2004 we also
recorded other charges related to the termination of certain services covered by an information technology
contract. In accordance with the terms of the services agreement, Ryder notified the information
technology services provider of its intent to terminate certain services and recorded charges totaling
$8 million for contract termination ($6 million) and transition costs incurred since termination
($2 million). By December 31, 2004, all transition activities were completed and we expect future cost
reductions associated with the termination of these services to benefit our results starting in 2005,

Restructuring and other (recoveries) charges, net were $(0.2) million in 2003. During 2003, Ryder
approved a plan to eliminate approximately 140 positions as a result of on-going cost management and
process improvement actions in Ryder’s FMS and SCS business segments and Central Support Services
(CSS). The charge related to these actions included severance and employee-related costs totaling
$6 million. These charges were offset by the settlement of a commercial dispute pertaining to prior billings
with an information technology vendor, gains on sales of owned facilities identified for closure in prior
restructuring charges, and reversals of severance and employee-related costs associated with prior
restructuring charges.

Restructuring and other (recoveries) charges, net were $4 million in 2002. During the fourth quarter
of 2002, Ryder approved a plan to eliminate approximately 140 positions as a result of cost management
actions principally in our SCS business segment and CSS, which were substantially finalized at
December 31, 2002. The charge related to these actions included severance and employee-related costs
totaling $7 million. These charges were offset by net gains on sales of owned facilities identified for closure
in prior restructuring charges, reversals of severance and employee-related costs associated with prior
restructuring charges and the final settlement of insurance reserves attributed to a previously sold business.

See Note 4, “Restructuring and Other (Recoveries) Charges,” in Notes to Consolidated Financial
Statements for further discussion.

Years ended December 31

2004 2003 2002
(In thousands)
Provision for inCome taxes . . ...t $115,513 76,916 63,318
Effective tax rate........ ... .. 34.9% 36.2% 36.0%

The 2004 effective tax rate reflects the completion of the audit of our federal income tax returns for
the 1995 to 1997 period, partially offset by provisions made for loss contingencies related to recent
developments in the audit of our federal income tax returns for the 1998 through 2000 period. The net
effect of these items was an increase in net carnings of $9 million.
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OPERATING RESULTS BY BUSINESS SEGMENT
Years ended December 31
2004 2003 2002
(In thousands)

Revenue:
Fleet Management Solutions ............. ... ccoviiienn... $3,602,839 3,231,675 3,183,022
Supply Chain Solutions. . ........... ... .. ... ... 1,354,003 1,362,428 1,388,299
Dedicated Contract Carriage .............ccovviiinennn.. 506,100 514,731 517,961
Elminations . ........ ot e (312,664) (306,540) {313,017)
Total ... e $5,150,278 4,802,294 4,776,265
NBT:
Fleet Management Solutions .................ccooviivo... $ 312,706 194,940 214,692
Supply Chain Solutions .. .............. . .. i 37,079 40,064 (7,485)
Dedicated Contract Carriage ..o . 29,450 35,259 32,113
Eliminations . ........ .. i (32,728) (33,586) (34,636)
346,507 236,677 204,684
Unallocated Central Support Services........................ (33,061) (24,432) (24,5895)
Restructuring and other recoveries (charges), net.............. 17,676 230 (4,216)
Earnings before income taxes and cumulative effect of changes in
accounting principles .. ... ... e $ 331,122 212,475 175,883

We define the primary measurement of our segment financial performance as “Net Before Tax”
(NBT) which includes an allocation of CSS and excludes restructuring and other recoveries (charges),
net, CSS represents those costs incurred to support all of our business segments, including sales and
marketing, human resources, finance, corporate services, shared management information systems,
customer solutions, health and safety, legal and communications. The objective of the NBT measurement
is to provide clarity on the profitability of each of our business segments and, ultimately, to hold leadership
of each business segment and each operating segment within each business segment accountable for their
allocated share of CSS costs. In 2004, we changed our methodology of allocating sales support costs
between FMS and DCC segments and allocating insurance related costs between FMS, SCS and DCC
segments. Accordingly, 2003 and 2002 segment NBT measures have been adjusted to provide the
retroactive effect of these changes.

Certain costs are considered to be overhead not attributable to any segment and remain unallocated in
CSS. Included within the unallocated overhead remaining within CSS are the costs for investor relations,
corporate communications, public affairs and certain executive compensation. See Note 22, “Segment
Reporting,” in the Notes to Consolidated Financial Statements for a description of how the remainder of
CSS costs is allocated to the business segments.

Our FMS segment leases revenue earning equipment and provides fuel, maintenance and other
ancillary services to our SCS and DCC segments. Inter-segment revenue and NBT are accounted for at
approximate fair value as if the transactions were made with third parties. NBT related to inter-segment
equipment and services billed to customers (equipment contribution) is included in both FMS and the
business segment which served the customer and then eliminated (presented as “Eliminations”),




The following table sets forth equipment contribution included in NBT for our SCS and DCC
segments:
Years ended December 31
2004 2003 2002
(In thousands)

Equipment Contribution:

Supply Chain Solutions. .. .............. ... ... $ 14971 15,319 15,454
Dedicated Contract Carriage .............covviiiiininn. 17,757 18,267 19,182
Total ... $ 32,728 33,586 34,636

Segment results are not necessarily indicative of the results of operations that would have occurrcd
had each segment been an independent, stand-alone entity during the periods presented.

Fleet Management Solutions

Years ended December 31

2004 2003 2002
(In thousands)

Full service lease and programmed maintenance .. ............. $1,896,041 1,791,478 1,795,254
Commercial rental ... ... . . .. ... . . 590,984 490,864 458,355
Other . . 313,616 308,606 346,770
Dry revenue™ .. 2,800,641 2,590,948 2,600,379
Fuel Services revenue . . .. ...t 802,198 640,727 582,643

Total revenue ... ... ... $3,602,839 3,231,675 3,183,022
Segment NBT ... ... $ 312,706 194,940 214,692
Segment NBT as a % of total revenue ....................... 8.7% 6.0% 6.7%
Segment NBT as a % of dry revenue ...................... 11.2% 7.5% 8.3%

(1} We use dry revenue, a non — GAAP financial measure, to evaluate the operating performance of our FMS business segment and
as a measure of sales activity. Fuel services revenue, which is directly impacted by fluctuations in market fuel prices, is
excluded from our dry revenue computation, as fuel is largely a pass-through to customers for which we realize minimal
changes in profitability as a result of fluctuations in fuel services revenue.

2004 versus 2003

FMS total revenue increased 11% to $3.6 billion in 2004 compared with 2003. Fuel services revenue
increased 25% to $802 million primarily as a result of higher average fuel prices and higher volumes
attributed to recent acquisitions. Dry revenue (revenue excluding fuel) increased 8% to $2.8 billion in 2004
compared with 2003. FMS acquisitions contributed approximately $177 million of revenue in 2004. FMS
total revenue and dry revenue comparisons for 2004 also benefited from favorable foreign currency
exchange rates. FMS total revenue included a favorable foreign currency exchange impact of 1.6%.

Full service lease and programmed maintenance revenue increased 6% to $1.9 billion in 2004
compared with 2003 primarily from acquisitions that added approximately 7,000 vehicles to our lease fleet.
Comparisons were also favorably impacted by higher revenue in Canada and the U.K. as a result of
favorable foreign currency exchange rates and higher volumes. These increases were partially offset by
reduced full service lease revenue on our base U.S. business (excluding acquisitions) as a result of weak
leasing demand in 2003 and flat net sales in 2004. In 20035, we expect growth in full service lease and
programmed maintenance revenue due to recent sales activity and continued emphasis on initiatives aimed
at generating new sales.

Commercial rental revenue increased 20% to $591 million in 2004 compared with 2003. Commercial
rental revenue increased as a result of higher rental pricing and utilization in each of our markets and a
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larger fleet size. Commercial rental revenue in 2004 also benefited from revenue contributions attributed to
the recent acquisitions. U.S. rental fleet utilization increased to 77% in 2004 compared with 72% in 2003.
In the U.S., pure rental revenue (total revenue less rental revenue related to units provided to full service
lease customers), which accounts for over half of the U.S. commercial rental business, increased 14% to
$269 million in 2004 compared with $235 million in 2003 due to stronger pricing and increased rental
activity. Lease customer revenue primarily represents rental vehicles provided to our existing full service
lease customers, generally during peak periods in their operations. In the U.S., lease customer revenue
increased 29% to $224 million in 2004 compared with the prior year. Rental statistics presented are for the
. U.S. fleet, which generates more than 80% of total commercial rental revenue. We expect commercial
rental revenue comparisons to continue to improve in 20035 based on the increases in rental transactions,
improved pricing discipline and an overall larger commercial rental fleet.

Other FMS revenue, which consists of trailer rentals, other maintenance and repairs services and
ancillary revenue to support product lines, increased 2% to $314 million in 2004 compared with 2003.
Other revenue increased due primarily to higher trailer utilization and higher overall volumes. We expect
modest improvements in 2005 due to recent increases in U.S. activity.

FMS NBT increased 60% to $313 million in 2004 compared with 2003. The increase was driven by
the acquisitions that allowed us to leverage our existing infrastructure, improved commercial rental results
from higher rental pricing and utilization, higher gains on disposal of used revenue earning equipment from
stronger pricing and volume, and lower pension costs. The impact of these items was partially offset by
lower full service lease and programmed maintenance revenue on our base business (excluding acquired
contracts).

2003 versus 2002

FMS total revenue increased 2% to $3.2 billion in 2003 compared with 2002. Revenue in 2003 was
impacted by increases in fuel services revenue as a result of higher average fuel prices, particularly during
the first half of 2003. Dry revenue totaling $2.6 billion remained unchanged in 2003 compared with 2002.
In 2003, FMS total revenue and dry revenue also benefited from favorable foreign currency exchange
rates. FMS total revenue included a favorable foreign currency exchange impact of 1.4%.

Full service lease and programmed maintenance revenue remained unchanged in 2003 as compared to
2002 due to the effects of weak leasing demand in the U.S., a reduction in fleet size and fewer total miles
run by leased vehicles, which resulted in decreased variable billings. The impact of these negative factors
was partially offset by higher revenue in Canada and the U.K. as a result of favorable exchange rates and
higher volumes.

Commercial rental revenue increased 7% to $491 million in 2003 compared with 2002 primarily as a
result of stronger pricing throughout 2003. U.S. rental fleet utilization for 2003 of 72% was unchanged
from 2002. Other FMS revenue decreased 11% to $309 million in 2003 compared with 2002 due primarily
to the non-renewal of a customer contract to provide ancillary fleet services that expired at the end of the
first quarter of 2003.

FMS NBT decreased 9% to $195 million in 2003 compared with 2002. The decrease was due
primarily to higher pension expense of $48 million in 2003 as compared with 2002. NBT comparisons were
also adversely impacted by lower lease revenue and the non-renewal of a contract to provide ancillary fleet
services. The impact of these items was partially offset by higher commercial rental pricing, improved asset
management performance resulting from lower vehicle counts and carrying costs, reduced operating
expenses as a result of our cost management and process improvement actions and the impact of favorable
exchange rate fluctuations.
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Our fleet of owned and leased revenue earning equipment is summarized as follows (number of units
rounded to the nearest hundred):

December 31

Number of Units 2004 2003
By type:
TrUCKS .« . oo 63,700 62,400
A OrS .« oo 51,700 48,900
1 15 ¢ O G 43,100 43,200
Other . . e 5,900 5,700
Total . 164,400 160,200
By product line:
Full service lease ... ... e 119,700 118,900
Commercial rental . ... . 41,700 38,500
Service and other vehicles. . ... ... .. . . 3,000 2,800
TOtal . e 164,400 160,200
Owned ! 157,000 150,200
Leased . . e 7,400 10,000
Total .o 164,400 160,200
Full year average ... ..o i 164,300 160,000

(1) Effective March 1, 2004, approximately 6,400 units were added to the fleet as part of the Ruan acquisition.

The totals in the table above include the following non-revenue earning equipment (number of units
rounded to the nearest hundred):

December 31

Number of Units 2004 2003
Not yet earning revenue (NYE) ... ... 1,900 1,100
No longer earning revenue (NLE):
Units held for sale . ... .. . 4,800 5,000
Other NLE UnNIts . . ... e 1,600 2,000
Total) 8,300 8,100

(1) Non-revenue earning egquipment for FMS operations owtside the U.S. totaled approximately 1,500 vehicles in 2004 and 1,000
vehicles in 2003, which are not included above.

NYE units represent new vehicles on hand that are being prepared for deployment to a lease
customer or into the rental fleet. Preparations include activities such as adding lift gates, paint, decals,
cargo area and refrigeration equipment. NLE units represent vehicles held for sale, as well as vehicles for
which no revenue has been earned in the previous 30 days. These vehicles may be temporarily out of
service, being prepared for sale or awaiting redeployment. The number of NYE units increased during the
year consistent with the anticipated higher level of new vehicles coming into the fleet for replacement lease
equipment and new lease sales. We would expect this number to grow in 2005 as the volume of lease
activity increases. In 2004, the number of other NLE units declined as a result of improved rental
utilization.
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Supply Chain Solutions

Years ended December 31
2004 2003 2002
(In thousands)

U.S. operating revenue:

Automotive, aerospace and industrial ........ ... ... ... .. ... $ 425,103 419,655 439,489
High-tech and consumer industries ........................ 230,030 247,475 295,428
Transportation management .. ...........vouiiineiieen.... 20,331 15,076 14,649
U.S. operating TeVENUE . ..., . ..ottt iiiieinaennn 675,464 682,206 749,566
International operating revenue . ............................ 261,479 270,316 228,206
Total operating revenue'” ... ... ... ... ... .l 936,943 952,522 977,772
Freight under management (FUM) expense .................. 417,060 409,906 410,527
Total revenue . ... ... . . $1,354,003 1,362,428 1,388,299
Segment NBT ...\t et ee e e ees $ 37,079 40,064 (7,485)
Segment NBT as a % of total revenue . ...................... 2.7% 2.9% (0.5%)
Segment NBT as a % of operating revenue!" . ..... ... .. ... ... 4.0% 4.2% (0.8%)

(1) We use operating revenue, a non — GAAP financial measure, fo evaluate the operating performance of our SCS business
segment and as a measure of sales activity. FUM expense is deducted from total revenue to arrive at our operating revenue
computation as FUM expense is largely a pass-through to customers. Ryder realizes minimal changes in profitability as a result
of fluctuations in FUM expense.

2004 versus 2003

SCS total revenue remained flat at $1.4 billion in 2004 compared with 2003. SCS total revenue
included a favorable foreign currency exchange impact of 2%. Operating revenue (which excludes FUM)
decreased 2% to $937 million in 2004 compared with 2003. U.S. and international operating revenue
comparisons were negatively impacted by the non-renewal of certain customer contracts. Additionally,
international operating revenue in 2003 included $21 million associated with an inventory procurement
contract, the terms of which were favorably renegotiated in the first quarter of 2004 to eliminate inventory
risk and required net revenue reporting on a prospective basis. The unfavorable operating revenue
comparisons were partially offset by new contract start-ups and expansions in the U.S., Canada and Latin
America and favorable foreign currency exchange rates. SCS operating revenue included a favorable
foreign currency exchange impact of 1.6%. We are encouraged by recent sales activity and expect to
convert more sales proposals into new contracts in 2005 by expanding sales efforts. As we enter 2005, we
are watchful of economic indicators in the U.S. automotive sector, which currently suggest weaker volumes
in the first half of 2005.

SCS NBT decreased 7% to $37 million in 2004 compared with 2003. The decrease in SCS NBT for
2004 was due primarily to lower operating revenue. The impact of revenue declines during 2004 was
partially offset by reduced overhead spending through continued profit improvement actions.

2003 versus 2002

SCS total revenue decreased 2% to $1.4 billion in 2003 compared with 2002. Operating revenue
decreased 3% to $953 million in 2003 compared with 2002. U.S. operating revenue decreased 9% in 2003
compared with 2002 as a result of reduced volume levels in some of our customer segments and the non-
renewal of certain contracts. The revenue reductions in the U.S. were partially offset by increased volumes
and expanded business in Canada, Latin America and Asia, as well as the favorable impact of exchange
rates. SCS total and operating revenue included a favorable foreign currency exchange impact of 0.6% due
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to the strengthening of the British pound and the Canadian dollar offset partially by the weakness of
certain Latin American currencies. International revenue comparisons were also favorably impacted by
revenue from an inventory procurement contract that generated $21 million in revenue in 2003. In the first
quarter of 2004, the terms of this contract were favorably renegotiated to eliminate inventory risk and
required net revenue reporting on a prospective basis.

SCS NBT improved to $40 million in 2003 compared with a deficit of $7 million in 2002. Despite
lower operating revenue in 2003, SCS improved results were driven by numerous profit improvement
actions implemented by management, which reduced overhead costs and improved global operating
performance.

Dedicated Contract Carriage

Years ended December 31

2004 2003 2002
(In thousands)
Operating revenue' L $496,421 510,353 514,119
Freight under management (FUM) expense....................... 9,679 4,378 3,842
Total TEVENUE . . . ..ot $506,100 514,731 517,961
Segment NBT ... ... $ 29450 35,259 32,113
Segment NBT as a % of total revenue.............. ... ... ... ... 5.8% 6.8% 6.2%
Segment NBT as a % of operating revenue' .. ... ... ... ... .. ... 5.9% 6.9% 6.2%

(1) We use operating revenue, a non - GAAP financial measure, 1o evaluate the operating performance of our DCC business
segment and as a measure of sales activity. FUM expense is deducted from total revenue to arrive at our operating revenue
computation as FUM expense is largely a pass-through to customers. Ryder realizes minimal changes in profitability as a result
of fluctuations in FUM expense.

2004 versus 2003

DCC revenue decreased 2% to $506 million in 2004 compared with 2003. DCC operating revenue
decreased 3% to $496 million in 2004 compared with 2003. The revenue decrease was due to the non-
renewal of certain customer contracts, partially offset by the pass-through of higher average fuel prices.
NBT decreased 16% to $29 million in 2004 compared with 2003. The decrease in NBT for 2004 reflects
the impact of lower revenue, increased driver costs and higher safety and insurance expenses partially
offset by lower overhead spending. In 2005, we expect to complete the operational integration of our DCC
business with our SCS organization. We expect this action along with the projected expansion of our
SCS/DCC sales organizations to accelerate revenue growth in 2005.

2003 versus 2002

DCC total revenue decreased 1% to $515 million in 2003 compared with 2002. DCC operating
revenue decreased 1% to $510 million in 2003 compared with 2002. Reduced volumes associated with
customer contracts not renewed were partially offset by the pass-through of higher average fuel prices in
2003. NBT increased 10% to $35 million in 2003 compared with 2002. The increase in NBT for 2003
reflects decreased overhead spending and improved operating performance. These improvements were
partially offset by the impact of customer contracts not renewed. Lower salaries and employee-related
costs, sales and marketing costs, and insurance costs contributed to the lower overhead spending.
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Central Support Services

CSS expenses were as follows:

Years ended December 31

2004 2003 2002
(In thousands)

Sales and marketing ... ... .. . . $ 7,057 8,964 12,636
Human resources . ... e 13,982 18,000 21,151
FInance . . ... e 56,136 55,180 58,498
Corporate services/public affairs .............. ... ... . ... 9,196 7,314 7,672
Information technology. . ....... .. ... ... ... .. . 69,457 78,084 89,092
Health and safety ....... ... . .. i 8,303 8,199 9,192
Other ..o e 50,480 37,275 35,191

Total CSS . e 214,611 213,016 233,432
Allocation of CSS to business segments ....................... (181,550)  (188,584)  (208,847)

Unallocated CSS. ... . $ 33,061 24,432 24,585

2004 versus 2003

Total CSS increased 1% to $215 million in 2004 compared with 2003. The increase in total CSS
expenses during 2004 compared with 2003 was due to higher performance-based incentive compensation
costs attributed to the improved overall performance. This increase was partially offset by on-going cost
containment and process improvement actions, most notably in information technology (IT). Technology
costs were lower in 2004 due primarily to reduced pricing on purchased IT services. Unallocated CSS
expenses for 2004 were up largely due to Sarbanes-Oxley compliance costs that were not allocated to the
business segments and higher performance-based incentive compensation. We expect reductions in CSS
spending levels over the near term based on continuing cost containment and process improvement actions.

2003 versus 2002

Total CSS decreased 9% to $213 million in 2003 compared with 2002. The decrease in total CSS
expense was due to cost reductions across substantially all functional areas as a result of our continued cost
management and process improvement actions, most notably in IT. Technology costs were lower in 2003
as a result of reduced pricing on purchased IT services and the impact of insourcing certain IT services
during the first quarter of 2002.

FINANCIAL RESOURCES AND LIQUIDITY

Cash Flows

The following is a summary of our cash flows from operating, financing and investing activities:

Years ended December 31
2004 2003 2002
(In thousands)

Net cash provided by (used in):

Operating activities . ... i e $ 883,034 311,302 614,703
Financing activities .. ... ... (195,760) (232,796) (269,508)
Investing activities. .. ...t e (726,930)  (542,116)  (358,824)

Net cash flows from operations . .......................... $ (39,656) 36,390 (13,629)

A detail of the individual items contributing to the cash flow changes is included in the Consolidated
Statements of Cash Flows.

Cash provided by operating activities increased in 2004 compared with 2003 due primarily to
improved operating performance and the add-back of depreciation expense attributed to VIEs that were
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consolidated effective July 1, 2003. The increase in cash from operating activities in 2003 compared with
2002 was primarily attributable to changes in the aggregate balance of trade receivables sold, improved
operating performance and reduced working capital needs. This increase was partially offset by higher
discretionary cash contributions to our defined benefit pension plans.

Cash used in financing activities decreased in 2004 compared with 2003 as higher debt borrowings
and proceeds from stock option exercises were partially offset by increased stock repurchases. Cash used in
financing activities decreased in 2003 compared to 2002 due to lower debt payments and increased
proceeds from stock option exercises. Debt levels in 2003 compared with 2002 were also impacted by the
conversion of off-balance sheet obligations to debt attributed to VIEs consolidated effective July 1, 2003.
Principal payments on consolidated VIE debt totaled $119 million in 2003.

Cash used in investing activities increased in 2004 compared with 2003 due 1o higher capital
expenditures and payments made in connection with FMS acquisitions. Capital expenditures increased in
2004 due to planned higher levels of vehicle replacements for equipment under lease to our customers and
new lease sales. The increase in capital spending was partially offset by higher proceeds from the sale of
used vehicles, the sale of our corporate headquarters complex and sale-leaseback transactions completed
during the third quarter of 2004. Cash used in investing activities increased in 2003 compared with 2002
due to higher capital expenditures, primarily to refresh our commercial rental fleet. Additionally, 2003
investing activities reflect payments made in connection with FMS acquisitions.

We manage our business to maximize operating cash flows and procecds from the sale of revenue
earning equipment as the principal sources of liquidity. We refer to the net amount of cash generated from
operating activities (excluding changes in the aggregate balance of trade receivables sold) and investing
activities as “free cash flow.” Although free cash flow is a non-GAAP financial measure, we consider it to
be an important measure of comparative operating performance. We believe free cash flow provides
investors with an important perspective on the cash available for debt service and for shareholders after
making capital investments required to support ongoing business operations. Our calculation of free cash
flow may be different from the calculation used by other companies and therefore comparability may be
limited.

The following table shows the sources of our free cash flow computation:

Years ended December 31

2004 2003 2002
(In thousands)
Net cash provided by operating activities .. ................... $ 883,034 811,302 614,703
Changes in the aggregate balance of trade receivables sold ... ... — — 110,000
Collections on direct finance leases . ........... ... e, 63,795 61,368 66,489
Sales of property and revenue earning equipment .............. 352,335 222,888 152,685
Sale and leaseback of revenue earning equipment .............. 96,801 — —
Purchases of property and revenue earning equipment .......... (1,091,582)  (733,577)  (582,217)
ACQUISTEIONS . . . oo e (148,791) (96,518) —
Other, Net . ... 512 3,723 4219
Free cash flow . ... .. ... . . . . . . . . . $ 156,104 269,186 365,879

Free cash flow decreased in 2004 compared with 2003 as higher capital spending and payments made
in connection with FMS acquisitions offset better operating performance, higher proceeds from sales of
used vehicles, the sale of our corporate headquarters complex and sale-leaseback transactions. Net cash
provided by operating activities and free cash flow comparisons in the first half of 2004 were also positively
impacted by the add-back of depreciation expense of approximately $40 million attributed to VIEs that
were consolidated as a result of the adoption of FIN 46 on July 1, 2003. Free cash flow decreased in 2003
compared with 2002 as higher capital spending, including acquisitions, offset better operating performance
and higher proceeds from sale of used vehicles. We expect free cash flow levels to decline in 2005 as a
result of the increased capital spending requirements and increased income tax payments, including the
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payment made in connection with the audit of our federal income tax returns for the 1998 to 2000 tax
period.

Our FMS operations are capital intensive, characterized by significant investments primarily in
vehicles (revenue earning equipment). Operating property and equipment expenditures primarily relate to
FMS and SCS spending on items such as vehicle maintenance facilities and equipment, computer and
telecommunications equipment, and warehouse facilities and equipment. The following is a summary of
capital expenditures:

Years ended December 31
2004 2003 2002
(In thousands)

Revenue earning equipment: "

Full service 1ease .. ... ..o e $ 862,994 459,239 536,151
Commercial rental ..., ... . . .. . e 241,858 219,880 20,177
1,104,852 679,119 556,328
Operating property and equipment......... ... ... . oo iin... 59,767 46,011 43,973
Total capital expenditures ... ........ ... ... .. ... . L 1,164,619 725,130 600,301
Changes in accounts payable related to purchases of revenue earning
CQUIPIMENT . Lo ettt e (73,037) 8,447 (18,084)
Cash paid for purchases of property and revenue earning
CUUIPIIIENT « . ottt e e ettt e e $1,091,582 733,577 582,217

{1} Capital expenditures exclude non-cash additions of approximately 354 million, 867 million and $67 million in 2004, 2003 and
2002, respectively, in assets held under capital leases resulting from the extension of existing operating leases and other
additions.

Capital expenditures increased in 2004 compared with 2003 due primarily to increased activity in our
full service lease business for both new and replacement vehicles. Capital expenditures increased in 2003
compared with 2002 due to higher levels of vehicle replacements, primarily for the commercial rental fleet.
Vehicle capital spending levels were relatively low in 2003 and 2002 as we focused efforts on extending
leases with existing customers, redeploying surplus assets and right-sizing our fleet. As a result of our fleet
age and anticipated higher levels of new sales activity, total capital expenditures are anticipated to increase
to approximately $1.4 billion in 2005, including vehicle replacements of approximately $1.0 billion and
spending for anticipated incremental growth of approximately $300 million. We expect to fund 2005 capital
expenditures with both internally generated funds and additional financing.

In March 2004, Ryder completed one acquisition related to the FMS segment. In the fourth quarter
of 2003, Ryder completed two acquisitions related to the FMS segment. Total consideration paid for these
acquisitions was $149 million in 2004 and $97 million in 2003. Approximately $13 million is due to the
sellers at December 31, 2004 and will be paid, subject to holdback provisions set forth in the purchase
agreements. No acquisitions were completed in 2002. We will continue to evaluate selective acquisitions in
FMS, SCS and DCC in 2005,

Financing and Other Funding Transactions

We utilize external capital to support growth in our asset-based product lines. The variety of financing
alternatives available to fund our capital needs include long-term and medium-term public and private
debt, asset-backed securities, bank term loans, leasing arrangements, bank credit facilities and commercial

paper.
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The following table shows the movements in our debt balance:
Years ended December 31

2004 2003
(In thousands)
Debt balance at January 1 ......... ... e $1,815,900 1,551,468
Cash-related changes in debt:
Net change in commercial paper borrowings ................cooviiiun... 79,033 (2,500)
Proceeds from issuance of medium-termnotes .......................... 135,000 80,000
Proceeds from issuance of other debt instruments........................ 147,153 25,115
Retirement of medium-term notes. . .......... ... i (72,000) (75,500)
Other debt repaid, including capital lease obligations ..................... (384,932) (264,933)

(95,746)  (237,818)

Non-cash changes in debt:

Fair market value adjustment on notes subject to hedging . ................ (9,380) (9,997)
Addition of capital lease obligations ................... ... ... ... 54,094 66,861
Addition of variable interest entity debt .. ... .. ... ... ... L — 413,983
Changes in foreign currency exchange rates and other non-cash items. ...... 18,348 31,403
Total changes indebt ... .. ... ... . . . . (32,684) 264 432
Debt balance at December 31 ... ... $1,783,216 1,815,900

Our funding philosophy generally attempts to match the average remaining repricing life of our debt
with the average remaining life of our assets. We utilize both fixed and variable rate debt to achieve this
match and generally target a mix of 25-45% variable rate debt. The variable rate portion of our total
obligations (including notional value of swap agreements) was 37% at December 31, 2004, compared with
32% at December 31, 2003.

Ryder’s leverage ratios and a reconciliation of balance sheet debt to total obligations were as follows:

December 31, % to December 31, % to
2004 Equity 2003 Equity
(Dollars in thousands)

On-balance sheetdebt ....................... ... $1,783,216 118% $1,815,900 135%
PV of minimum lease payments and guaranteed

residual values under operating leases for

equipment! ... 161,138 153,222

Total obligations .............. ... ............ $1,944,354 129% $1,969,122 146%

(1) Present value does not reflect paymenis Ryder would be required to make if we terminated the related leases prior to the
scheduled expiration dates.

Debt to equity consists of balance sheet debt for the period divided by total equity. Total obligations
to equity represents debt plus the present value of minimum lease payments and guaranteed residual
values under operating leases for vehicles, discounted based on our incremental borrowing rate at lease
inception, all divided by total equity. Although total obligations is a non-GAAP financial measure, we
believe that total obligations is useful as it is a more complete measure of our existing financial obligations
and helps better assess Ryder’s overall leverage position.

The decrease in total obligations to equity ratio in 2004 was driven by our reduced funding needs as a
result of improved operating performance and higher proceeds from sales of property and revenue earning
equipment. Leverage ratios in 2004 were also impacted by the net increase in shareholders’ equity of
$166 million resulting primarily from earnings net of common stock repurchases. We anticipate these
ratios will increase in 2005 as a result of the expected increase in capital expenditures and higher income
tax payments.

Our ability to access unsecured debt in the capital markets is linked to both our short and long-term
debt ratings. These ratings are intended to provide guidance to investors in determining the credit risk
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associated with particular Ryder securities based on current information obtained by the rating agencies
from us or from other sources that such agencies consider to be reliable. Lower ratings generally result in
higher borrowing costs as well as reduced access to capital markets. A downgrade of Ryder’s debt rating
below investment grade level would limit our ability to issue commercial paper. As a result, we would have
to rely on other established funding sources described below.

Our debt ratings at December 31, 2004 were as follows:

Short-term Long-term Outlook
Moody’s Investors Service ....................... P2 Baal Stable (June 2004)
Standard & Poor’s Ratings Services ............... A2 BBB Positive (July 2003)
Fitch Ratings .......... ... ... ... .. o .. F2 BBB+ Positive (January 2004)

During May 2004, Ryder refinanced its $860 million credit facility with a new five-year $870 million
global revolving credit agreement with a syndicate of lenders. The credit facility is used to finance working
capital and provide support for the issuance of commercial paper. The credit facility can also be used to
issue up to $75 million in letters of credit (there were no letters of credit outstanding against the facility at
December 31, 2004). Foreign borrowings of $24 million were outstanding under the facility at
December 31, 2004. At Ryder’s option, the interest rate on borrowings under the credit facility is based on
LIBOR, prime, federal funds or local equivalent rates. The credit facility’s current annual facility fee is
15.0 basis points, which applies to the total facility of $870 million, and is based on Ryder’s current credit
ratings. The credit facility contains no provisions restricting its availability in the event of a material
adverse change to Ryder’s business operations; however, the credit facility does contain standard
representations and warranties, events of default, cross-default provisions, and certain affirmative and
negative covenants. In order to maintain availability of funding, Ryder must maintain a ratio of debt to
consolidated tangible net worth, as defined in the agreement, of less than or equal to 300%. The ratio at
December 31, 2004 was 99%.

During 2003, Ryder filed a universal shelf registration statement with the Securities and Exchange
Commission to issue up to $800 million of available securities. Proceeds from debt issuances under the
universal shelf registration statement are expected to be used for capital expenditures, debt refinancing and
general corporate purposes.

At December 31, 2004 Ryder had the following amounts available to fund operations under the

aforementioned facilities:
(In millions)

Global revolving credit facility ... .. . i $646
Shelf registration SAEMEIL . ... ..ot e e e 665

As of February 22, 2005, the amount available under the global revolving credit facility decreased to
$408 million, primarily as a result of the payment made in connection with the resolution of our federal
income tax audit for the 1998 to 2000 period. See Note 11, “Income Taxes” in the Notes to Consolidated
Financial Statements for further discussion. We believe such facilities, along with other funding sources,
will be sufficient to fund operations in 2005.

Off-Balance Sheet Arrangements

We periodically enter into sale and leaseback transactions in order to lower the total cost of funding
our operations, to diversify our funding among different classes of investors (e.g., regional banks, pension
plans and insurance companies) and to diversify our funding among different types of funding instruments.
These sale-leaseback transactions are often executed with third-party financial institutions that are not
deemed to be VIEs. In general, these sale-leaseback transactions result in a reduction in revenue earning
equipment and debt on the balance sheet, as proceeds from the sale of revenue earning equipment are
primarily used to repay debt. Accordingly, sale-leaseback transactions will result in reduced depreciation
and interest expense and increased equipment rental expense.

During 2004, we completed two sale-leaseback transactions of revenue earning equipment with third-
party financial institutions not deemed to be VIEs. Proceeds from the sale-leaseback transactions totaled
$97 million. These leases contain limited guarantees by us of the residual values of the leased vehicles
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(residual value guarantees) that are conditioned upon disposal of the leased vehicles prior to the end of
their lease term. We did not enter into any sale-leaseback or vehicle securitization transactions during the
years ended December 31, 2003 and 2002. See Note 12, “Leases,” in the Notes to Consolidated Financial
Statements for additional information.

Ryder participated in an agreement to sell with limited recourse trade receivables on a revolving and
uncommitted basis. This agreement expired in December 2004. Under the program, Ryder sold receivables
from time to time in order to fund operations, particularly when the cost of such sales was cost effective
compared with other means of funding, notably, commercial paper. Losses on receivable sales and related
costs associated with this program were $0.5 miilion, $0.5 million and $2 million in 2004, 2003 and 2002,
respectively, and were included in “Miscellaneous income, net.”

Contractual Obligations and Commitments

As part of our ongoing operations, we enter into arrangements that obligate us to make future
payments under contracts such as debt agreements, lease agreements and unconditional purchase
obligations. The following table summarizes our expected future contractual cash obligations and
commitments at December 31, 2004:

2005 2006 - 2007 2008 - 2009 Thereafter Total
(In thousands)

Debt .o $354,482 571,778 542,108 261,451 1,729,819
Capital lease obligations ............. 35,068 18,181 148 — 53,397
Total debt .......c..vviiii... 389,550 589,959 542,256 261,451 1,783,216
Interest on debt™ ... ... ... .. ... 93,062 125,201 67,991 197,890 484,144
Operating leases™ .. ... ... ... ... ... 106,326 145,434 63,246 77,494 392,500
Purchase obligations™ .. ... .. ... ... 81,685 48,494 43,014 6,960 180,153
Total contractual cash obligations ... 281,073 319,129 174,251 282,344 1,056,797
Seif-insurance obligations ............ 97,822 90,777 33,664 43,443 265,706
Other long-term liabilities“"® . ... — 18,855 1,454 16,859 37,168
Total. ..o $768,445 1,018,720 751,625 604,097 3,142,887

{1} Total debt matures at various dates through fiscal year 2025 and bears interest principally at fixed rates. Interest on variable
rate debt is calculated based on the applicable rate at December 31, 2004. Amounts are based on existing debt obligations and
do not consider potential refinancings of expiring debt obligations.

{2) Represents future lease payments associated with vehicles, equipment and properties under operating leases. Amounts are based
upon the assumption that the leased asset will remain on lease for the length of time specified by the respective lease
agreements. No effect has heen given to renewals, cancellations, contingent rentals or future rate changes.

(3) The majority of our purchase obligations are pay-as-you-go transactions made in the ordinary course of business. Purchase
obligations include agreements 1o purchase goods or services that are legally binding and that specify all significant terms,
including: fixed or minimum quantities to be purchased; fixed minimum or variable price provisions; and the approximate
timing of the transaction. The most significant items included in the above rable are purchase obligations relared 10 information
technology services and vehicles. Purchase orders made in the ordinary course of business are excluded from the above table.
Any amounts for which we are liable under purchase orders are reflected in our consolidated balance sheet as “Accounts
payable” and “Accrued expenses.”

(4) Represents other long-term liability amounts reflected in our consolidated balance sheets that have known payment streams.
The most significant items included were derivative contracts, deferred compensation obligations and legal contractual
obligations.

(5) The amounts exclude our minimum funding requirements as set forth by ERISA and international regulatory bodies, which are
84 million in 2006. Our minimum funding requirements after 2006 are dependent on several factors. However, we estimate rhat
the present value of required contributions over the next 5 years is approximately $80 million for the U.S. plan {assuming
expected long-term rate of return realized and other assumptions remain unchanged). We also have payments due under our
ather postretirement benefit (OPEB| plans. These plans are not required 1o be funded in advance, but are pay-as-you-go. See
further discussion in Note 19, “Employee Benefit Plans,” in the Notes 1o Consolidated Financial Statements.
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Guarantees

In the ordinary course of business, Ryder provides certain guarantees or indemnifications to third
parties as part of certain lease, financing and sales agreements. Certain guarantees and indemnifications,
whereby Ryder may be contingently required to make a payment to a third-party, are required to be
disclosed even if the likelihood of payment is considered remote. At December 31, 2004, our maximum
exposure under these guarantees was $26 million of which $3 million was recognized as a liability. See
Note 15, “Guarantees,” in the Notes to Consolidated Financial Statements for additional information.

Pension Information

At December 31, 2004, we have an accumulated net pension equity charge of $189 million (after-tax)
in connection with the accrual of an additional minimum pension liability, up slightly as compared with
$187 million (after-tax) at December 31, 2003 as discount rates and updates to our mortality estimates
offset the appreciation in value of pension plan assets during the year. Total asset returns for our
U.S. qualified pension plan (our primary plan) were 11% in 2004.

The funded status of our pension plans is dependent upon many factors, including returns on invested
assets and the level of certain market interest rates. While we are not legally required to make a
contribution to fund our U.S. pension plan until September 2006, we review pension assumptions regularly
and we may from time to time make voluntary contributions to our pension plans. During 2004, total
pension contributions, including our international plans, were approximately $70 million. After considering
the 2004 contributions, the projected present value of estimated contributions for our U.S. plan that would
be required over the next 5 years totals approximately $80 million (pre-tax). Changes in interest rates and
the market value of the securities held by the plans during 2005 could materially change, positively or
negatively, the underfunded status of the plans and affect the level of pension expense and required
contributions in 2006 and beyond.

Share Repurchases and Cash Dividends

In 2003, our Board of Directors authorized a two-year share repurchase program intended to mitigate,
in part, the dilutive impact of shares issued under our various employee stock option and employee stock
purchase plans. Under the program, shares of common stock were purchased in a dollar amount not to
exceed the proceeds generated from the issuance of common stock to employees since January 1, 2003, up
to $90 million. During the second quarter of 2004, we completed the share repurchase program. In 2004,
we purchased and retired approximately 2.4 million shares at an aggregate cost of $87 million. In 2003, we
purchased and retired 117,500 shares at an aggregate cost of $3 million.

In July 2004, our Board of Directors authorized a new two-year share repurchase program intended to
mitigate the dilutive impact of shares issued under our various employee stock option and stock purchase
plans. Under this program, shares of common stock are purchased in an amount not to exceed the number
of shares issued to employees since May 1, 2004, which totaled approximately 1.6 million shares at
December 31, 2004. The program limits aggregate share repurchases to no more than 3.5 million shares of
Ryder common stock. At December 31, 2004, we repurchased and retired approximately 1.4 million shares
at an aggregate cost of $62 million. Management was granted the authority to establish a trading plan
under Rule 10b5-1 of the Securities Exchange Act of 1934 as part of the repurchase program.

Cash dividend payments to shareholders of common stock were $39 million in 2004, $38 million in
2003 and $37 million in 2002. In February 2005, our Board of Directors declared a quarterly cash dividend
of $0.16 per share of common stock. The dividend reflects a $0.01 increase from the $0.15 quarterly cash
dividend Ryder has paid since 1989.

Market Risk

In the normal course of business, Ryder is exposed to fluctuations in interest rates, foreign currency
exchange rates and fuel prices. We manage these exposures in several ways, including, in certain
circumstances, the use of a variety of derivative financial instruments when deemed prudent. We do not
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enter into leveraged derivative financial transactions or use derivative financial instruments for trading
purposes.

Exposure to market risk for changes in interest rates relates primarily to debt obligations. Our interest
rate risk management program objective is to limit the impact of interest rate changes on earnings and
cash flows and to lower overall borrowing costs. We manage our exposure to interest rate risk through the
proportion of fixed-rate and variable-rate debt in the total debt portfolio. From time to time, we also use
interest rate swap and cap agreements to manage our fixed rate and variable rate exposure and to better
match the repricing of debt instruments to that of our portfolio of assets. See Note 14, “Financial
Instruments and Risk Management,” in the Notes to Consolidated Financial Statements for further
discussion on outstanding interest rate swap and cap agreements at December 31, 2004.

At December 31, 2004, we had $1.1 billion of fixed-rate debt (excluding capital leases) with a
weighted-average interest rate of 6.3% and a fair value of $1.2 billion, including the effects of interest rate
swaps. A hypothetical 10% decrease or increase in the December 31, 2004 market interest rates would
impact the fair value of our fixed-rate debt by approximately $37 million. At December 31, 2003, we had
$1.1 billion of fixed-rate debt (excluding capital leases) with a weighted-average interest rate of 6.6% and
a fair value of $1.2 billion, including the effects of interest rate swaps. A hypothetical 10% decrease or
increase in the December 31, 2003 market interest rates would impact the fair value of our fixed-rate debt
by approximately $48 million. We estimated the fair value of derivatives based on dealer quotations.

At December 31, 2004, we had $607 million of variable-rate debt, including the effects of interest rate
swaps, which effectively changed $285 million of fixed-rate debt instruments with a weighted-average
interest rate of 6.7% to LIBOR-based floating rate debt at a current weighted-average interest rate of
4.6%. Changes in the fair value of the interest rate swaps are offset by changes in the fair value of the
debt instruments and no net gain or loss is recognized in earnings. At December 31, 2004, the fair value of
our interest rate swap agreements totaled $5 million. At December 31, 2003, we had $588 million of
variable-rate debt, including the effects of interest rate swaps, which effectively changed $322 million of
fixed-rate debt instruments with a weighted-average interest rate of 6.7% to LIBOR-based floating rate
debt at a current weighted-average interest rate of 3.0%. The fair value of our interest rate swap
agreements at December 31, 2003 totaled $14 million. A hypothetical 10% increase in market interest
rates would impact 2005 pre-tax earnings by approximately $2 million.

Exposure to market risk for changes in foreign currency exchange rates relates primarily to foreign
operations’ buying, selling and financing in currencies other than local currencies and to the carrying value
of net investments in foreign subsidiaries. We manage our exposure to foreign currency exchange rate risk
related to our foreign operations’ buying, selling and financing in currencies other than local currencies by
naturally offsetting assets and liabilities not denominated in local currencies. We also use foreign currency
option contracts and forward agreements from time to time to hedge foreign currency transactional
exposure. We generally do not hedge the translation exposure related to our net investment in foreign
subsidiaries, since we generally have no near-term intent to repatriate funds from such subsidiaries. At
December 31, 2004 and 2003, we had a $78 million cross-currency swap used to hedge our net investment
in a foreign subsidiary and for which we recognized a liability equal to its fair value of $16 million and
$9 million, respectively. At December 31, 2004, we also had forward foreign currency exchange contracts
with an aggregate fair value of $0.1 million. The potential loss in fair value for such instruments from a
hypothetical 10% adverse change in quoted foreign currency exchange rates would be approximately
$9 million and $7 million at December 31, 2004 and 2003, respectively. We estimated the fair values of
derivatives based on dealer quotations.

Exposure to market risk for fluctuations in fuel prices relates to a small portion of our service
contracts for which the cost of fuel is integral to service delivery and the service contract does not have a
mechanism to adjust for increases in fuel prices. At December 31, 2004, we had various fuel purchase
arrangements in place to ensure delivery of fuel at market rates in the event of fuel shortages. We are
exposed to fluctuations in fuel prices in these arrangements since none of the arrangements fix the price of
fuel to be purchased. Increases and decreases in the price of fuel are generally passed on to our customers
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and have only a minor effect on profitability. We believe the exposure to fuel price fluctuations would not
materially impact Ryder’s results of operations, cash flows or financial position.

ENVIRONMENTAL MATTERS

The operations of Ryder involve storing and dispensing petroleum products, primarily diesel fuel,
regulated under environmental protection laws. These laws require us to eliminate or mitigate the effect of
such substances on the environment. In response to these requirements, we continually upgrade our
operating facilities and implement various programs to detect and minimize contamination.

Capital expenditures related to these programs totaled approximately $2 million in 2004, $1 million in
2003 and $1 million in 2002. We incurred environmental expenses of $10 million, $12 million and
$10 million in 2004, 2003 and 2002, respectively, which included remediation costs as well as normal
recurring expenses, such as licensing, testing and waste disposal fees. Based on current circumstances and
the present standards imposed by government regulations, environmental expenses and related capitalized
costs should not increase materially from 2004 levels in the near term.

The ultimate cost of our environmental liabilities cannot presently be projected with certainty due to
the presence of several unknown factors, primarily the level of contamination, the effectiveness of selected
remediation methods, the stage of management’s investigation at individual sites and the recoverability of
such costs from third parties. Based upon information presently available, we believe that the ultimate
disposition of these matters, although potentially material to the results of operations in any single year,
will not have a material adverse effect on Ryder’s financial condition or liquidity. See Note 20,
“Environmental Matters” in the Notes to Consolidated Financial Statements for further discussion.

CRITICAL ACCOUNTING ESTIMATES

The preparation of financial statements in conformity with U.S. GAAP requires us to make estimates
and assumptions. Qur significant accounting policies are described in the Notes to Consolidated Financial
Statements. Certain of these policies require the application of subjective or complex judgments, often as a
result of the need to make estimates about the effect of matters that are inherently uncertain. These
estimates and assumptions are based on historical experience, changes in the business environment and
other factors that we believe to be reasonable under the circumstances. Different estimates that could have
been applied in the current period or changes in the accounting estimates that are reasonably likely, can
result in a material impact on Ryder’s financial condition and operating results in the current and future
periods. We periodically review the development, selection and disclosure of these critical accounting
estimates with Ryder’s Audit Committee.

The following discussion, which should be read in conjunction with the descriptions in the Notes to
Consolidated Financial Statements, is furnished for additional insight into certain accounting estimates that
we consider to be critical.

Depreciation and Residual Value Guarantees: We periodically review and adjust the residual values
and useful lives of revenue earning equipment of our FMS business segment as described in Note 1,
“Summary of Significant Accounting Policies — Revenue Earning Equipment, Operating Property and
Equipment and Depreciation,” and “Summary of Significant Accounting Policies — Residual Value
Guarantees” in the Notes to Consolidated Financial Statements. Reductions in residual values (i.e., the
price at which we ultimately expect to dispose of revenue earning equipment) or useful lives will result in
an increase in depreciation expense over the life of the equipment. We review residual values and useful
lives of revenue earning equipment on an annual basis or more often if deemed necessary for specific
groups of our revenue earning equipment. Reviews are performed based on vehicle class, generally
subcategories of trucks, tractors and trailers by weight and usage. We consider factors such as current and
expected future market price trends on used vehicles, expected life of vehicles included in the fleet and
extent of alternative uses for leased vehicles (e.g., rental fleet, and SCS and DCC applications). As a
result, future depreciation expense rates are subject to change based upon changes in these factors. Based

36




on the mix of revenue earning equipment at December 31, 2004, a 10% decrease in expected vehicle
residual values would increase depreciation expense in 2005 by approximately $85 million.

Ryder also leases vehicles under operating lease agreements. Certain of these agreements contain
limited guarantees for a portion of the residual values of the equipment. Results of the reviews described
above for owned equipment are also applied to equipment under operating lease. The amount of residual
value guarantees expected to be paid is recognized as rent expense over the expected remaining term of
the lease. At December 31, 2004, total liabilities for residual value guarantees of $6 million were included
in “Accrued expenses” (for those payable in less than one year) and in “Other non-current liabilities.”
While we believe that the amounts are adequate, changes to management’s estimates of residual value
guarantees may occur due to changes in the market for used vehicles, the condition of the vehicles at the
end of the lease and inherent limitations in the estimation process. Based on the existing mix of vehicles
under operating lease agreements at December 31, 2004, a 10% decrease in expected vehicle residual
values would increase rent expense in 2005 by approximately $3 million.

Pension Plans: We apply actuarial methods to determine the annual net periodic pension expense
and pension plan liabilities on an annual basis. Each December, we review actual experience compared
with the more significant assumptions used and make adjustments to our assumptions, if warranted. In
determining our annual estimate of periodic pension cost, we are required to make an evaluation of critical
factors such as discount rate, expected long-term rate of return, expected increase in compensation levels,
retirement rate and mortality. Discount rates are based upon a duration analysis of expected benefit
payments and the equivalent average yield for high quality corporate fixed income investments as of our
December 31 annual measurement date. For 2004, in order to provide a more accurate estimate of the
discount rate relevant to our plan, we used models that match projected benefits payments of our primary
U.S. plan to coupons and maturities from a hypothetical portfolio of high quality corporate bonds. This
method resulted in a discount rate about 0.15% higher than our prior year method. Long-term rate of
return assumptions are based on actuarial review of our asset allocation strategy and long-term expected
asset returns. Investment management and other fees paid out of plan assets are factored into the
determination of asset return assumptions. The rate of increase in compensation levels is reviewed with the
actuaries based upon actual experience. Retirement rates are based primarily on actual plan experience,
while standard actuarial tables are used to estimate mortality.

Accounting guidance applicable to pension plans does not require immediate recognition of the effects
of a deviation between these assumptions and actual experience or the revision of an estimate. This
approach allows the favorable and unfavorable effects that fall within an acceptable range to be netted.
Although this netting occurs outside the basic financial statements, disclosure of the net amount is
presented as an unrecognized net actuarial gain or loss in Note 19, “Employee Benefit Plans,” in the
Notes to Consolidated Financial Statements. We have an unrecognized loss of $371 million at the end of
2004 compared with a loss of $369 million at the end of 2003. The increase in the net actuarial loss in
2004 results from actuarial losses associated with a reduction in discount rates and updates to our mortality
estimates, offset in part by assets earning a rate of return above the assumed rates and the amortization of
the opening balance. A portion of the unrecognized actuarial loss will be amortized into earnings in 2005.
The effect on years beyond 2005 will depend substantially upon the actual experience of our plans.

Disclosure of the significant assumptions used in arriving at the 2004 net pension expense is presented
in Note 19, “Employee Benefit Plans,” in the Notes to Consolidated Financial Statements. A sensitivity
analysis of projected 2005 net pension expense to changes in key underlying assumptions for our primary
plan, the U.S. pension plan, is presented below.

Impact on 2005 Net

Assumed Rate Change Pension Expense
Discount rate . ... ... e 5.90% +/—0.25% —/+ $4 million
Expected long-term rate of return on assets .......... 8.50% +/-0.25% —/+ $2 million
Rate of increase in compensation levels.............. 4.00% +/— 0.50% +/— $1 million




Self-Insurance Accruals: We use a variety of statistical and actuarial methods that are widely used
and accepted in the insurance industry to estimate amounts for claims that have been reported but not
paid and claims incurred but not reported. In applying these methods and assessing their results, we
consider such factors as frequency and severity of claims, claim development and payment patterns and
changes in the nature of our business, among other factors. Such factors are analyzed for each of our
business segments. On an annual basis, third-party actuaries perform a separate analysis of our self-
insurance accruals for reasonableness. Our estimates may be impacted by such factors as increases in the
market price for medical services, unpredictability of the size of jury awards and limitations inherent in the
estimation process. While we believe that self-insurance accruals are adequate, there can be no assurance
that changes to our estimates may not occur. Based on self-insurance accruals at December 31, 2004, a 5%
adverse change in actuarial claim loss estimates would increase operating expense in 2005 by
approximately $12 million.

Goodwill Impairment: We assess goodwill for impairment, as described in Note 1, “Summary of
Significant Accounting Policies — Goodwill and Other Intangible Assets,” in the Notes to Consolidated
Financial Statements, on an annual basis or more often if deemed necessary. To determine whether
goodwill impairment indicators exist, we are required to assess the fair value of the reporting unit and
compare it to the carrying value. A reporting unit is a component of an operating segment for which
discrete financial information is available and management regularly reviews its operating performance.
Qur valuation of fair value for each reporting unit is determined based on a discounted future cash flow
model. Estimates of future cash flows are dependent on our knowledge and experience about past and
current events and assumptions about conditions we expect to exist. These assumptions are based on a
number of factors including future operating performance, economic conditions and actions we expect to
take. In addition to these factors, our SCS reporting units are dependent on several key customers or
industry sectors. While we believe our estimates of future cash flows are reasonable, there can be no
assurance that a deterioration in economic conditions, customer relationships or adverse changes to
expectations of future performance will not occur, resulting in a goodwill impairment loss.

In late 2003, a key customer contract of our SCS-U K. reporting unit was not renewed which caused
us to assess whether this event resulted in an impairment indicator. In light of the profitability of the
customer account relative to the entire reporting unit, we did not consider it more likely than not that this
event would result in a reduction of our SCS-U.K. reporting unit fair value below its carrying amount.
Since that time, we have performed our annual impairment test for the SCS-U.K. reporting unit resulting
in no goodwill impairment. There can be no assurance that a deterioration in the economic conditions,
customer relationships or adverse changes to expectations of future performance of our SCS-U.K.
reporting unit or any other reporting unit will not result in a goodwill impairment loss. At December 31,
2004, goodwill totaled $158 million, of which $14 million related to our SCS-U.K. reporting unit.

Income Taxes: Ryder’s overall tax position is complex and requires careful analysis by management
to estimate the expected realization of income tax assets and liabilities.

Tax regulations require items to be included in the tax return at different times than the items are
reflected in the financial statements. As a result, the effective tax rate reflected in the financial statements
is different than that reported in the tax return. Some of these differences are permanent, such as expenses
that are not deductible on the tax return, and some are timing differences, such as depreciation expense.
Timing differences create deferred tax assets and liabilities. Deferred tax assets generally represent items
that can be used as a tax deduction or credit in the tax return in future years for which we have already
recorded the tax benefit in the financial statements, We record a valuation allowance for deferred tax
assets to reduce such assets to amounts expected to be realized. At December 31, 2004 and 2003, the
deferred tax valuation allowance principally attributed to foreign tax loss carryforwards in the SCS business
segment was $12 million and $10 million, respectively. In determining the required level of valuation
allowance, we consider whether it is more likely than not that all or some portion of deferred tax assets
will not be realized. This assessment is based on management’s expectations as to whether sufficient
taxable income of an appropriate character will be realized within tax carryback and carryforward periods.
Our assessment involves estimates and assumptions about matters that are inherently uncertain, and
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unanticipated events or circumstances could cause actual results to differ from these estimates. Should we
change our estimate of the amount of deferred tax assets that we would be able to realize, an adjustment
to the valuation allowance would result in an increase or decrease to the provision for income taxes in the
period such a change in estimate was made.

We are subject to tax audits in numerous jurisdictions in the U.S. and around the world. Tax audits
by their very nature are often complex and can require several years to complete. In the normal course of
business, we are subject to challenges from the Internal Revenue Service (IRS) and other tax authorities
regarding amounts of taxes due. These challenges may alter the timing or amount of taxable income or
deductions, or the allocation of income among tax jurisdictions. As part of our calculation of the provision
for income taxes on earnings, we record the amount we expect to incur as a result of audits. Such accruals
require management to make estimates and judgments with respect to the ultimate outcome of a tax audit.
Actual results could vary materially from these estimates.

In 2003, the IRS began auditing our federal income tax returns for the 1998 to 2000 tax period. Since
November 2004, the IRS proposed adjustments that challenged certain of our tax positions taken in the
years under audit and proposed penalties for the underpayment of tax. In February 2005, we resolved all
issues with the IRS related to the 1998 to 2000 tax period, including interest and proposed penalties. In
connection with the resolution of this audit, on February 22, 2003, we paid $176 million (after utilization
of all available federal net operating losses and alternative minimum tax credit carry-forwards), including
interest through the date of payment. The payment was funded through the issuance of commercial paper.
The amount we paid is consistent with our accrual as of December 31, 2004, and is included in “Accrued
expenses.”

In 2003, the IRS began auditing our federal income tax returns for 2001 and 2002. We believe that
Ryder has not entered into any other transactions since 2000 that raise the same type of issues identified
by the IRS in its most recent audit.

NON-GAAP FINANCIAL MEASURES

This Annual Report on Form 10-K includes information extracted from consolidated financial
information but not required by generally accepted accounting principles (GAAP) to be presented in the
financial statements. Certain of this information is considered “non-GAAP financial measures” as defined
by SEC rules. Specifically, we refer to FMS dry revenue, FMS NBT as a % of dry revenue, SCS
operating revenue, SCS NBT as a % of operating revenue, DCC operating revenue, DCC NBT as a % of
operating revenue, total obligations and total obligations to equity. As required by SEC rules, we provide a
reconciliation of each non-GAAP financial measure to the most comparable GAAP measure and an
explanation why management believes that presentation of the non-GAAP financial measure provides
useful information to investors. Non-GAAP financial measures should be considered in addition to, but not
as a substitute for or superior to, other measures of financial performance prepared in accordance with
GAAP.
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FORWARD-LOOKING STATEMENTS AND FACTORS AFFECTING OUR BUSINESS

Forward-looking statements (within the meaning of the Federal Private Securities Litigation Reform
Act of 1995) are statements that relate to expectations, beliefs, projections, future plans and strategies,
anticipated events or trends concerning matters that are not historical facts. These statements are often
preceded by or include the words “believe,” “expect,” “intend,” “estimate,” “anticipate,” “will,” “may,”
“could,” “should” or similar expressions. This Annual Report contains forward-looking statements

including, but not limited to, statements regarding:

LE N3

« our expectations as to growth opportunities and anticipated revenue growth across all business
segments;

« our ability to improve our competitive advantage by leveraging our vehicle buying power, reducing
vehicle downtime, providing innovative broad-based supply chain solutions and increasing our
customers’ competitive position;

« anticipated gains on the sale of used vehicles;

+ our ability to successfully achieve the operational goals that are the basis of our business
strategies, including offering competitive pricing, optimizing asset utilization, leveraging the
expertise of our various business segments, serving our customers’ global needs and expanding our
support services;

« our ability to successfully identify, consummate and integrate future acquisitions;

+ our belief as to the adequacy of our insurance coverage and funding sources and the effectiveness
of our interest and foreign currency exchange rate risk management programs;

< our relationship with our employees;

+ our belief that we can continue to realize significant savings from our cost management initiatives
and process improvement actions, including those associated with the recent termination of an
information technology infrastructure contract;

+ the adequacy of our accounting estimates and reserves for pension expense, depreciation and
residual value guarantees, self-insurance reserves; goodwill impairment and income taxes;

+ our belief that we have not entered into any other transactions since 2000 that raise the same type
of issues identified by the IRS in their audit of the 1998 to 2000 tax period;

+ our ability to fund all of our operations in 2005 through internally generated funds and outside
funding sources; and

+ the anticipated cost of environmental liabilities.

These statements, as well as other forward-looking statements contained in this Annual Report, are
based on our current plans and expectations and are subject to risks, uncertainties and assumptions. We
caution readers that certain important factors could cause actual results and events to differ significantly
from those expressed in any forward-looking statements. These risk factors include, but are not limited to,
the following:

« Market Conditions:

o Changes in general economic conditions in the U.S. and worldwide leading to decreased
demand for our services, lower profit margins and increased levels of bad debt

o Changes in our customers’ operations, financial condition or business environment that may
limit their need for, or ability to purchase, our services

o Changes in market conditions affecting the commercial rental market or the sale of used
vehicles
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o]

Less than anticipated growth rates in the markets in which we operate

o Competition:

o

o

o

Competition from other service providers, some of which have greater capital resources or
lower capital costs

Continued consolidation in the markets in which we operate which may create large
competitors with greater financial resources

Competition from vehicle manufacturers in our foreign FMS business operations

Our inability to maintain current pricing levels due to customer acceptance or competition

o Profitability:

[~

(]

[

QOur inability to obtain adequate profit margins for our services
Lower than expected customer retention levels
Loss of a large customer or customer base

Our inability to adapt our product offerings to meet changing consumer preferences on a cost-
effective basis

The inability of our business segments to create operating efficiencies
Availability of heavy- and medium-duty vehicles

Increases in fuel prices

Our inability to successfully implement our asset management initiatives

An increase in the cost of, or shortages in the availability of, qualified drivers
Labor strikes and work stoppages

Our ability to successfully integrate and realize the expected benefits of recent and future
acquisitions

QOur inability to manage our cost structure

Our inability to limit our exposure for customer claims

e Government Regulation:

o

Cost of compliance with new or changing government regulations, including regulations
regarding vehicle emissions, drivers, hours of service and anti-terrorism and security
regulations issued by the Department of Homeland Security and the U.S. Customs Service

¢ Financing Concerns:

o

Higher borrowing costs and possible decreases in available funding sources caused by an
adverse change in our debt ratings

Unanticipated interest rate and currency exchange rate fluctuations

Negative funding status of our pension plans caused by lower than expected returns on
invested assets and unanticipated changes in interest rates

* Accounting Matters:

©

o]

Impact of unusual items resulting from on-going evaluations of business strategies, asset
valuations, acquisitions, divestitures and organizational structure

Reductions in residual values or useful lives of revenue earning equipment
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o Increases in compensation levels, retirement rate and mortality resulting in higher pension
expense

o lIncreases in healthcare costs resulting in higher insurance reserves
o Changes in accounting rules, assumptions and accruals
« Other risks detailed from time to time in our SEC filings

The risks included here are not exhaustive. New risk factors emerge from time to time and it is not
possible for management to predict all such risk factors or to assess the impact of such risk factors on our
business. As a result, no assurance can be given as to our future results or achievements. You should not
place undue reliance on the forward-looking statements contained herein, which speak only as of the date
of this Annual Report. We do not intend, or assume any obligation, to update or revise any forward-
looking statements contained in this Annual Report, whether as a result of new information, future events
or otherwise.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

The information required by ITEM 7A is included in ITEM 7 (pages 34 through 36) of PART II of
this report.
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2002:
[T — Valuation and Qualifying Accounts

52
60
61
63
65
65
66
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66
67
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70
73
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77
78
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81
81
88
88
88
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94

All other schedules are omitted because they are not applicable or the required information is shown
in the consolidated financial statements or notes thereto.
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MANAGEMENT’S REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING

TO THE SHAREHOLDERS OF RYDER SYSTEM, INC.:

Management of Ryder System, Inc., together with its consolidated subsidiaries (Ryder), is responsible
for establishing and maintaining adequate internal control over financial reporting as defined in Rules 13a-
15(f) and 15d-15(f) under the Securities Exchange Act of 1934. Ryder’s internal control over financial
reporting is designed to provide reasonable assurance regarding the reliability of financial reporting and the
preparation of the consolidated financial statements for external purposes in accordance with accounting
principles generally accepted in the United States of America.

Ryder’s internal control over financial reporting includes those policies and procedures that
(1) pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the
transactions and dispositions of the assets of Ryder; (2) provide reasonable assurance that transactions are
recorded as necessary to permit preparation of financial statements in accordance with generally accepted
accounting principles, and that our receipts and expenditures are being made only in accordance with
authorizations of Ryder’s management and directors; and (3) provide reasonable assurance regarding
prevention or timely detection of unauthorized acquisition, use or disposition of Ryder’s assets that could
have a material effect on the consolidated financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk
that controls may become inadequate because of changes in conditions, or that the degree of compliance
with the policies or procedures may deteriorate.

Management assessed the effectiveness of Ryder’s internal control over financial reporting as of
December 31, 2004. In making this assessment, management used the criteria set forth by the Committee
of Sponsoring Organizations of the Treadway Commission in “Internal Control-Integrated Framework.”

Based on our assessment and those criteria, management believes that Ryder maintained effective
internal control over financial reporting as of December 31, 2004.

Ryder’s independent registered public accounting firm has issued their report on management’s
assessment of Ryder’s internal control over financial reporting, which appears on page 45.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

THE BOARD OF DIRECTORS AND SHAREHOLDERS OF
RYDER SYSTEM, INC.

We have audited management’s assessment, included in the accompanying Management’s Report on
Internal Control Over Financial Reporting, that Ryder System, Inc. maintained effective internal control
over financial reporting as of December 31, 2004, based on criteria established in Internal Control —
Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission
(COSO). Ryder System, Inc.’s management is responsible for maintaining effective internal control over
financial reporting and for its assessment of the effectiveness of internal control over financial reporting.
QOur responsibility is to express an opinion on management’s assessment and an opinion on the
effectiveness of the Company’s internal control over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting
Oversight Board (United States). Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether effective internal control over financial reporting was maintained in all
material respects. Qur audit included obtaining an understanding of internal control over financial
reporting, evaluating management’s assessment, testing and evaluating the design and operating
effectiveness of internal control, and performing such other procedures as we considered necessary in the
circumstances. We believe that our audit provides a reasonable basis for our opinion.

A company’s internal control over financial reporting is a process designed to provide reasonable
assurance regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles. A company’s internal
control over financial reporting includes those policies and procedures that (1) pertain to the maintenance
of records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of the
assets of the company; (2) provide reasonable assurance that transactions are recorded as necessary to
permit preparation of financial statements in accordance with generally accepted accounting principles, and
that receipts and expenditures of the company are being made only in accordance with authorizations of
management and directors of the company; and (3) provide reasonable assurance regarding prevention or
timely detection of unauthorized acquisition, use, or disposition of the company’s assets that could have a
material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk
that controls may become inadequate because of changes in conditions, or that the degree of compliance
with the policies or procedures may deteriorate.

In our opinion, management’s assessment that Ryder System, Inc. maintained effective internal
control over financial reporting as of December 31, 2004, is fairly stated, in all material respects, based on
criteria established in Internal Control — Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission (COSO). Also, in our opinion, Ryder System, Inc.,
maintained, in all material respects, effective internal control over financial reporting as of December 31,
2004, based on criteria established in Internal Control — Integrated Framework issued by the Committee
of Sponsoring Organizations of the Treadway Commission (COSO).
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We also have audited, in accordance with the standards of the Public Company Accounting Oversight
Board (United States), the consolidated balance sheets of Ryder System, Inc. and subsidiaries as of
December 31, 2004 and 2003, and the related consolidated statements of earnings, shareholders’ equity,
and cash flows for each of the years in the three-year period ended December 31, 2004, and our report
dated February 22, 2005 expressed an unqualified opinion on those consolidated financial statements.

KPMe LLIP

Miami, Florida
February 22, 2005
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

THE BOARD OF DIRECTORS AND SHAREHOLDERS OF
RYDER SYSTEM, INC.:

We have audited the accompanying consolidated balance sheets of Ryder System, Inc. and
subsidiaries as of December 31, 2004 and 2003, and the related consolidated statements of earnings,
shareholders’ equity, and cash flows for each of the years in the three-year period ended December 31,
2004. In connection with our audits of the consolidated financial statements, we also have audited the
consolidated financial statement schedule listed in the accompanying index. These consolidated financial
statements and the consolidated financial statement schedule are the responsibility of the Company’s
management. Our responsibility is to express an opinion on these consolidated financial statements and
consolidated financial statement schedule based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting
Oversight Board (United States). Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant estimates made
by management, as well as evaluating the overall financial statement presentation. We believe that our
audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the financial position of Ryder System, Inc. and subsidiaries as of December 31, 2004 and 2003,
and the results of their operations and their cash flows for ¢ach of the years in the three-year period ended
December 31, 2004, in conformity with U.S. generally accepted accounting principles. Also in our opinion,
the related consolidated financial statement schedule, when considered in relation to the basic consolidated
financial statements taken as a whole, presents fairly, in all material respects, the information set forth
therein.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight
Board (United States), the effectiveness of Ryder System, Inc.’s internal control over financial reporting as
of December 31, 2004, based on criteria established in Internal Control — Integrated Framework issued by
the Committee of Sponsoring Organizations of the Treadway Commission (COSO), and our report dated
February 22, 2005 expressed an unqualified opinion on management’s assessment of, and the effective
operation of, internal control over financial reporting.

As discussed in the notes to the consolidated financial statements, the Company changed its method
of accounting for variable interest entities and its method of accounting for asset retirement obligations in
2003 and its method of accounting for goodwill and other intangible assets in 2002.

KPMe LLP

Miami, Florida
February 22, 2005
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RYDER SYSTEM, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF EARNINGS

Years ended December 31
2004 2003 2002
(In thousands, except per share amounts)

REVEMUE .« . oottt e et e e e e e e $5,150,278 4,802,294 4,776,265
Operating EXPenSe .. ...\ttt et it 2,305,703 2,039,156 1,949,384
Salaries and employee-related costs. . ....... ... ... . . ... .. 1,233,038 1,242,930 1,268,704
Freight under management expense. ............ooovvinn.. 426,739 414,284 414,369
Depreciation eXpense . ... ..ot i s 706,028 624,580 552,491
Gains on vehicle sales, net . ........ ... ... .. .. . .. (34,504) (15,780) (14,223)
Equipmentrental ....... ... ... .. 108,468 200,868 343,531
InteTeSt EXPONSE . ottt e 100,114 96,169 91,718
Miscellaneous income, Net .. ............viriinreneennennnn (8,754) (12,158) (9,808)
Restructuring and other (recoveries) charges, net.............. (17,676) (230) 4,216

4,819,156 4,589,819 4,600,382

Earnings before income taxes and cumulative effect of changes
in accounting principles . ..........co i 331,122 212,475 175,883
Provision for InCome taxes . ...ttt 115,513 76,916 63,318

Earnings before cumulative effect of changes in accounting

PIIRCIPIES . . .t e 215,609 135,559 112,565
Cumulative effect of changes in accounting principles .......... — (4,123) (18,899)
Net Carmings . .. .o oottt e e $ 215,609 131,436 93,666

Earnings per common share — Basic:
Before cumulative effect of changes in accounting principles... $ 3.35 2.15 - 1.83
Cumulative effect of changes in accounting principles ........ — (0.06) (0.31)
Net earnings ... ..oooit i e $ 3.35 2.09 1.52

Earnings per common share — Diluted: . ,
Before cumulative effect of changes in accounting principles... § 3.28 2.12 1.80
Cumulative effect of changes in accounting principles ........ — (0.06) (0.30)
Net earmings . ... ..ottt ittt $ 3.28 2.06 1.50

See accompanying notes to consolidated financial statements.
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RYDER SYSTEM, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

Assets:
Current assets:
Cash and cash equivalents ........ . ... ... .. . i,
Receivables, net . ......... S
InVentories .. ...

Total CUITENt ASSEtS . . .\ttt ettt e e e

Revenue earning equipment, net ...t
Operating property and equipment, net........... ...,
Direct financing leases and other assets . .............................
Goodwill and other intangible assets . ............... .. ... . .

TOtal @SB . v oot et e et

Liabilities and shareholders’ equity:
Current liabilities:
Current portion of long-term debt . .................. . ... ... .. ..
Accounts payable. ... ...
AcCCTUEd EXPEIISES .« oottt et e e

Total current Habilities .. ... .. ... .. . .

Long-term debt ... ... . e
QOther non-current Habilities . .......... .. ... . . . . . .
Deferred inCOMeE taXes . ... .ottt

Total liabilities . . ... .. ..

Shareholders’ equity:

Preferred stock of no par value per share — authorized, 3,800,917; none
outstanding, December 31, 2004 or 2003 . ... ... ... ... ..

Common stock of $0.50 par value per share — authorized, 400,000,000,
outstanding, 2004 — 64,310,852; 2003 — 64,487,486 .................

Additional paid-in capital .......... ...

Retained €arnings ... ... ...ttt e

Deferred compensation ................... .

Accumulated other comprehensive loss ......... ... ... ... ... ...

Total shareholders’ equity .. ...... .. ... . .

Total liabilities and shareholders’ equity . .........................

See accompanying notes to consolidated financial statements.
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December 31

2004

2003

(Dollars in thousands,
except per share amount)

$ 100,971
732,835
59,284
175,715
158,864

1,227,669

3,331,711
479,598
416,531
182,424

$5,637,933

$ 389,550
384,016
681,290

1,454,856

1,393,666
408,554
870,669

4,127,745

32,155
668,152
963,482

(4,180)
(149,421)

1,510,188

$5,637,933

140,627
640,769

54,806
160,020

119,939

1,116,161

3,046,040
506,898
440,971

177,594

5,287,664

366,411
299,725

434,941

1,101,077

1,449,489
564,948

827,765

3,943,279

32,244
593,843
897,841

(2,887)

(176,656)
1,344,385

5,287,664




RYDER SYSTEM, INC. AND SUBSIDIARIES
. CONSOLIDATED STATEMENTS OF CASH FLOWS

Years ended December 31
2004 2003 2002
(In thousands)

Cash flows from operating activities:

Net Carnings . . ..ot $ 215609 131,436 93,666
Cumulative effect of changes in accounting principles ........ -_— 4,123 18,899
Depreciation eXPense . . .. oot ettt e e 706,028 624,580 552,491
Gains on vehicle sales, net ......... ... ... .. ... . .. ... (34,504) (15,780} (14,223)
Amortization ¢xpense and other non-cash (gains) charges, net (17,262) 3,263 8,713
Deferred income ax €Xpense . ... ...oveuureiniennuraann.s 9,815 51,467 52,615
Changes in operating assets and liabilities, net of acquisitions:
Decrease in aggregate balance of trade receivables sold . . . .. — — (110,000)
Receivables . ... i i e (81,832) (4,191) 35,048
INventories . .... ... (4,583) 5,398 6,262
Prepaid expenses and other assets ....................... (10,077) 6,029 5,797
Accounts payable . ....... ... 11,254 29,141 4,704
Accrued expenses and other non-current liabilities .. ....... 88,586 (24,164) (39,269)
Net cash provided by operating activities ............... 883,034 811,302 614,703

Cash flows from financing activities:

Net change in commercial paper borrowings . ............... 79,033 (2,500) (92,500)
Debt proceeds. ... .o 282,153 105,115 185,316
Debt repaid, including capital lease obligations .............. (456,932)  (340,433)  (360,359)
Dividends on common stock............ ... ... oo (38,731) (37,984) (37,137)
Common stock issued . ....... ... .. i 87,743 46,576 37,083
Common stock repurchased .............. ... ... .. ....... (149,026) {(3,570) (1,911)
Net cash used in financing activities ................... (195,760)  (232,796)  (269,508)

Cash flows from investing activities:

Purchases of property and revenue earning equipment ........ (1,091,582)  (733,577)  (582,217)
Sales of property and revenue earning equipment ............ 352,335 222,888 152,685
Sale and leaseback of revenue earning equipment............ 96,801 — —
ACQUISITIONS ..ot e (148,791) (96,518) —
Collections on direct finance leases .. ................ ... ... 63,795 61,368 66,489
Other, Net . ... . 512 3,723 4,219
Net cash used in investing activities ................... (726,930) (542,116)  (358,824)
(Decrease) increase in cash and cash equivalents . ............. (39,656) 36,390 (13,629)
Cash and cash equivalents at January 1 ...................... 140,627 104,237 117,866
Cash and cash equivalents at December 31 ................... $ 100,971 140,627 104,237

Supplemental disclosures of non-cash investing activities:
Changes in accounts payable related to purchases of revenue
earning eqUIPMENt . ... ..ot $ 73,037 (8,447) 18,084
Revenue earning equipment acquired under capital leases .. ... 54,094 66,681 67,036

See accompanying notes to consolidated financial statements.
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RYDER SYSTEM, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EQUITY

Accumulated Other
Comprehensive Loss

Preferred Additional Currency  Minimum  Unrealized
Stock Common Stock Paid-In Retained Deferred Translation Pension  Gain/(Loss)
Amount Shares Par Capital Earnings Compensation Adjustments  Liability on Derivative Total
(Dollars in thousands, except per share amounts)
Balance at Janvary 1, 2002 ................... ... §— 60,809,628 § 30405 507,151 750,232 (5,304) (50,570) (1,245) - 1,230,669
Components of comprehensive loss:
Net eamings. ... oo veveieiiie s — — —_ — 93,666 — — — — 93,666
Foreign currency translation adjustments ,......... - — — — - - 9,255 - - 9,255
Additional minimum pension liability adjustment,
net of tax of $(125083) ... — - - - — - — (227,573) — (227,573)
Unrealized loss related to derivatives accounted for
ashedges ...l — - - - - — - - (493) (493)
Total comprehensive Joss ............... .. {125,145)
Common stock dividends declared — $0.60 per share..  — — - — (313 - - - - (37,137)
Common stock issued under employee stock option
and stock purchase plans™ ... — 1,761,289 880 36,396 — (193) — — - 37,083
Benefit plan stock purchases'®..................... — (73,992) 3N (181 — — — — - (1911}
Tax benefit from employee stock options .. .......... — - — 3212 — — - - - 3272
Amortization and forfeiture of restricted stock ....... — (55,988) (28) (662) - 2,074 — — — 1,384
Balance at December 31,2002 .................... — 62,440,937 31,220 544,283 806,761 (3.423) (41,315)  (228318) (493) 1,108,215
Components of comprehensive income:
Net €amings.......ooeviviviiiinniieeas — — —_ — 131,436 - — - — 131,436
Foreign currency translation adjustments .......... — - — - - - 52,308 — - 52,308
Additional minimum pension liability adjustment,
net of tax of $22.589 ... - - — — — - — 41,376 — 41,375
Unrealized gain related to derivatives accounted for
ashedges ... - - — — — — — — 286 286
Total comprehensive income .................. 225,406
Common stock dividends declared — $0.60 per share. . — - - - (37,984) - — - - (37,984)
Common stock issued under employee stock option
and stock purchase plans™ ... .. L - 2,233,900 L7 41243 - (1,784) - - - 46,576
Benefit plan stock purchases™..................... — (2,953) ) (74) - - — - - (75)
Common stock repurchases ....................... — (117,500) (59)  (1,064) (2,372) - - - - (3,495)
Tax benefit from employee stock options ............ - - - 4852 - - - — - 43852
Amortization and forfeiture of restricted stock ....... - {(66,398) (33) (1,397 - 2,320 — — — 390
Balance at December 31,2003 .................... — 64,487,486 32,244 593,343 897,841 (2,887) 10,993 (187,442) (207) 1,344,385
Components of comprehensive income:
Net eamings. .....ovovveveeeiinniiiiaens —_ — — -_ 215,609 - -— — — 215,609
Foreign currency translation adjustments . ......... - - - - - - 27,983 - - 27,983
Additional minimum pension liability adjustment,
netof tax of $(2,186) ... - - — - - - - (1,072) - (1,0712)
Unrealized gain related to derivatives accounted for
ashedges ... - - — - - — — — 34 34
Total comprehensive income .................. 242,844
Common stock dividends declared — $0.60 per share. . — - — - (38,731) - — - - (38,731)
Common stock issued under employee stock option :
and stock purchase plans'? ............. ... - 3538235 1,769 88,693 - (3,613) - — - 86,849
Benefit plan stock sales™ ..., — 20,945 10 884 — — - - — 894
Common stock repurchases — (3,714,559)  (1,857) (35932) (111,237) - - - - (149,026)
Tax benefit from employee stock options ............ - — — 21,071 - - - — - 21,071
Amortization and forfeiture of restricted stock ....... — (21,255) (i1 407 - 2,310 — —_ — 1,502
Balance at December 31,2004 .................... $— 64,310,852 § 32,155 668,152 963,482 (4,180) 3897% (188514 117 1,510,188

{1) Net of common shares delivered as payment for the exercise price or to satisfy the option holders’ withholding tax liability upon exercise of options.
{2} Represents open-market transactions of common shares by the trustee of Ryder’s deferred compensation plan.

See accompanying notes to consolidated financial statements.
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RYDER SYSTEM, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Basis of Consolidation

The consolidated financial statements include the accounts of Ryder System, Inc. and subsidiaries. All
significant intercompany accounts and transactions have been eliminated.

Consolidation of Variable Interest Entities

In January 2003, the Financial Accounting Standards Board (FASB) issued FASB Interpretation No.
(FIN) 46, “Consolidation of Variable Interest Entities,” (as revised by FIN 46-R issued December 2003)
that established accounting guidance for identifying variable interest entities (VIEs), including special-
purpose entities, and when to include the assets, liabilities, noncontrolling interests and results of activities
of VIEs in an enterprise’s consolidated financial statements. Prior to FIN 46, which clarified the
application of Accounting Research Bulletin No. 51, “Consolidated Financial Statements,” a partially
owned entity was only consolidated if we controlled it through ownership of a majority voting interest in
the entity. FIN 46 requires consolidation of VIEs if the primary beneficiary has a variable interest (or
combination of variable interests) that will absorb a majority of the entity’s expected losses if they occur,
receive a majority of the entity’s expected residual returns if they occur, or both. The enterprise
consolidating a VIE is the primary beneficiary of that entity. FIN 46 applied immediately to VIEs created
after January 31, 2003. For VIEs in existence before February 1, 2003, FIN 46 as amended, applies to the
first fiscal period ending after December 15, 2003, although the FASB encouraged earlier application.

Effective July 1, 2003, we adopted FIN 46 and, as a result of adopting FIN 46, we consolidated three
VIEs that were established in connection with sale-leaseback transactions of revenue earning equipment in
which we sold revenue earning equipment to a special-purpose entity and then leased the revenue earning
equipment back as lessee under operating lease arrangements. As part of these transactions, we provided
credit enhancements and residual value guarantees that obligated us to absorb the majority of the expected
losses from such entities, if any are realized. Therefore, FIN 46 required that these entities be
consolidated. The credit enhancements, in the form of cash reserve deposits (included in “Direct financing
leases and other assets™), as well as the revenue earning equipment under lease serve as collateral for the
VIEs’ long-term borrowings. The creditors of the VIEs do not have recourse to the general assets of
Ryder.

The assets and liabilities of consolidated VIEs are measured in the amounts at which they would have
been recorded in the consolidated financial statements if FIN 46 had been effective at the inception of the
transactions. Accordingly, effective July 1, 2003, we recorded additional revenue earning equipment of
$421 million and additional debt of $414 million, in addition to recognizing a non-cash cumulative effect
charge of $3 million on an after-tax basis, or $0.05 per diluted common share. Concurrent with the
consolidation of the VIEs, we began recognizing depreciation expense attributed to the revenue earning
equipment of the VIEs and interest expense on the additional debt of the VIEs in lieu of rent expense.
The cumulative effect charge primarily represented depreciation and interest expense of the VIEs that
would have been recorded had FIN 46 been in effect since lease inception, in excess of rent expense
recorded under operating leases. The charge is expected to reverse in operating earnings through 2006. The
consolidation of the VIEs did not have a significant impact on our consolidated net earnings. Net earnings
for 2002 would not have been materially different if this standard had been adopted effective January 1,
2002. However, both net cash provided by operating activities and used in financing activities presented on
our Consolidated Statements of Cash Flows increased due to the add-back of depreciation expense on the
VIEs’ revenue earning equipment and principal payments on the VIEs’ debt, respectively.
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RYDER SYSTEM, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Continued)

Use of Estimates

The preparation of our consolidated financial statements requires management to make estimates and
assumptions that affect the amounts reported in the consolidated financial statements and accompanying
notes. These estimates are based on management’s best knowledge of historical trends, actions that we
may take in the future, and other information available when the financial statements are prepared.
Changes in estimates are recognized in accordance with the accounting rules for the estimate, which is
typically in the period when new information becomes available. Areas where the nature of the estimate
make it reasonably possible that actual results could materially differ from the amounts estimated include:
depreciation and residual value guarantees, employee retirement plan obligations, self-insurance accruals,
impairment assessments on long-lived assets (including goodwill and indefinite-lived intangible assets),
income tax liabilities, and contingent liabilities.

Cash Equivalents

All investments in highly liquid debt instruments with maturities of three months or less at the date
of purchase are classified as cash equivalents.

Revenue Recognition

We recognize revenue when persuasive evidence of an arrangement exists, the services have been
rendered to customers or delivery has occurred, the pricing is fixed or determinable and collectibility is
reasonably assured. We are required to make judgments about whether pricing is fixed or determinable and
whether or not collectibility is reasonably assured. Revenue is recorded on a “gross” or “net” basis
depending on whether we are acting as “principal” or “agent.” We serve as the principal in those
arrangements in which we have substantial risks and rewards of ownership and, accordingly, record revenue
on a gross basis, without deducting third party services costs. For those arrangements in which we do not
have substantial risks and rewards of ownership, we are considered an agent in the contract and,
accordingly, record revenue net of third party services costs.

In addition to the aforementioned general policy, the fdllowiﬁg are the specific revenue recognition
policies for our reportable business segments by major revenue arrangement:

Fleet Management Solutions (FMS)

> QOperating lease and rental revenue is recognized on a straight-line basis as vehicles are used over
the terms of the related agreements. Lease and rental agreements do not provide for scheduled
rent increases or escalations. However, lease agreements allow for rate changes based upon
changes in the Consumer Price Index (CPI). Lease and rental agreements -also provide for a fixed
time charge plus a fixed per-mile charge. The fixed time charge, the fixed per-mile charge and the
changes in rates attributed to changes in the CPI are considered contingent rentals and recognized
as earned.

> Programmed maintenance revenue is recognized on a straight-line basis as maintenance services
are rendered over the terms of the related agreements. Programmed maintenance agreements allow
for rate changes based upon changes in the CPI. Maintenance agreements also provide for a fixed
per-mile charge. The fixed per-mile charge and the changes in rates attributed to changes in the
CPI are recognized as earned. . ‘

o Direct financing lease revenue is recognized using the interest method over the terms of the lease
agreements.

o Fuel services revenue is recognized when fuel is delivered to customers.
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RYDER SYSTEM, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Continued)

Supply Chain Solutions (SCS) and Dedicated Contract Carriage (DCC)

+ Revenue from service contracts is recognized as services are rendered in accordance with contract
terms, which typically include discrete billing rates for the services.

Accounts Receivable Allowance

An allowance for uncollectible customer receivables is determined based on a combination of bad debt
experience and aging analysis. We recognize billing adjustments to revenue and accounts receivable for
certain discounts and billing corrections. Estimates for credit losses and billing adjustments are regularly
updated based on historical experience of bad debts, adjustments processed and current collection trends.
Accounts are charged against the allowance when determined to be uncollectible. The allowance is
maintained at a level deemed appropriate based on loss experience and other factors affecting collectibility.

Inventories

Inventories, which consist primarily of fuel, tires and vehicle parts, are valued using the lower of cost
(specific identification or average cost) or market.

Tires in Service

We allocate a portion of the acquisition costs of revenue earning equipment to tires in service and
amortize tire costs to expense over the lives of the vehicles and equipment. The cost of replacement tires
and tire repairs are expensed as incurred.

Revenue Earning Equipment, Operating Property and Equipment and Depreciation

Revenue earning equipment, principally vehicles, and operating property and equipment are stated at
cost. Revenue earning equipment and operating property and equipment under capital lease are stated at
the lower of the present value of minimum lease payments or fair value. Vehicle repairs and maintenance
that extend the life or increase the value of a vehicle are capitalized, whereas ordinary maintenance and
repairs are expensed as incurred. Direct costs incurred in connection with developing or obtaining internal
use software are capitalized. Costs incurred during the preliminary project stage, as well as maintenance
and training costs are expensed as incurred.

Provision for depreciation is computed using the straight-line method on all depreciable assets. Ryder
periodically reviews and adjusts the residual values and useful lives of revenue earning equipment based on
current and expected operating trends and projected realizable values. Gains and losses on operating
property and equipment sales are reflected in “Miscellaneous income, net.”

We routinely dispose of revenue earning equipment as part of our business. Revenue earning
equipment held for sale is stated at the lower of carrying amount or fair value less costs to sell.
Adjustments to the carrying value of assets are reported as depreciation expense. We stratify our revenue
earning equipment to be disposed of by vehicle type (tractors, trucks, trailers), weight class, age and other
characteristics, as relevant, and create classes of similar assets for analysis purposes. Fair value is
determined based upon recent market prices for sales of each class of similar assets and vehicle condition.
The net carrying value for revenue earning equipment held for sale attributed to the FMS business
segment was $76 million and $64 million at December 31, 2004 and 2003, respectively.

While we believe our estimates of residual values and fair values of revenue earning equipment are
reasonable, changes to our estimates of values may occur due to changes in the market for used vehicles,
the condition of the vehicles, and inherent limitations in the estimation process.
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RYDER SYSTEM, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Continued)

Goodwill and Other Intangible Assets

Goodwill and intangible assets with indefinite useful lives are not amortized, but rather, are tested for
impairment at least annually (April 1*). Recoverability of goodwill is evaluated using a two-step process.
The first step involves a comparison of the fair value of each of our reporting units with its carrying
amount. If a reporting unit’s carrying amount exceeds its fair value, the second step is performed. The
second step involves a comparison of the implied fair value and carrying value of that reporting unit’s
goodwill. To the extent that a reporting unit’s carrying amount exceeds the implied fair vatue of its
goodwill, an impairment loss is recognized. Identifiable intangible assets not subject to amortization are
assessed for impairment by comparing the fair value of the intangible asset to its carrying amount. An
impairment loss is recognized for the amount by which the carrying value exceeds fair value.

In making our assessments of fair value we rely on our knowledge and experience about past and
current events and assumptions about conditions we expect to exist. These assumptions are based on a
number of factors including future operating performance, economic conditions, actions we expect to take,
and present value techniques. Rates used to discount cash flows are dependent upon interest rates and the
cost of capital at a point in time. There are inherent uncertainties related to these factors and
management’s judgment in applying them to the analysis of goodwill impairment. It is possible that
assumptions underlying the impairment analysis will change in such a manner that impairment in value
may occur in the future.

Intangible assets with finite lives are amortized over their respective estimated useful lives to their
estimated residual values. Identifiable intangible assets that are subject to amortization are evaluated for
impairment using a process similar to that used to evaluate long-lived assets described below.

Empairment of Long-Lived Assets Other than Goodwill

Long-lived assets held and used, including amortizable intangible assets, are tested for recoverability
when circumstances indicate that the carrying amount of assets may not be recoverable. Recoverability of
long-lived assets is evaluated by comparing the carrying amount of an asset or asset group to
management’s best estimate of the undiscounted future operating cash flows (excluding interest charges)
expected to be generated by the asset or asset group. If these comparisons indicate that the asset or asset
group is not recoverable, an impairment loss is recognized for the amount by which the carrying value of
the asset or asset group exceeds fair value. Fair value is determined by quoted market price, if available, or
an estimate of projected future operating cash flows, discounted using a rate that reflects the related
operating segment’s average cost of funds. Long-lived assets, including indefinite-lived intangible assets, to
be disposed of are reported at the lower of carrying amount or fair value less costs to sell.

Self-Insurance Accruals

Ryder retains a portion of the accident risk under vehicle liability, workers’ compensation and other
insurance programs. Under our insurance programs, we retain the risk of loss in various amounts up to
$1 million on a per occurrence basis. We also maintain additional insurance at certain amounts in excess
of our respective underlying retention. Accruals are based primarily on the actuarially estimated,
undiscounted cost of claims, which includes claims incurred but not reported. Such liabilities are based on
estimates. While we believe that the amounts are adequate, there can be no assurance that changes to our
estimates may not occur due to limitations inherent in the estimation process. Changes in the estimates of
these accruals are charged or credited to earnings in the period determined. Amounts estimated to be paid
within the next year have been classified as “Accrued expenses” with the remainder included in “Other
non-current liabilities.”
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RYDER SYSTEM, INC. AND SUBSIDIARIES
NOTES TC CONSOLIDATED FINANCIAL STATEMENTS - (Continued)

Residual Value Guarantees

Ryder periodically enters into agreements for the sale and operating leaseback of revenue earning
equipment. These leases contain purchase and/or renewal options as well as limited guarantees of the
lessor’s residual value (“residual value guarantees™). We periodically review the residual values of revenue
earning equipment that we lease from third parties and our exposures under residual value guarantees. The
review is conducted in a manner similar to that used to analyze residual values and fair values of owned
revenue earning equipment. The amount of residual value guarantees expected to be paid is recognized as
rent expense over the expected remaining term of the lease. Adjustments in the estimate of residual value
guarantees are recognized prospectively over the expected remaining lease term. While we believe that the
amounts are adequate, changes to our estimates of residual value guarantees may occur due to changes in
the market for used vehicles, the condition of the vehicles at the end of the lease and inherent limitations
in the estimation process.

Income Taxes

Our provision for income taxes is based on reported earnings before income taxes. Deferred taxes are
recognized for the future tax effects of temporary differences between the financial statement carrying
amounts of existing assets and liabilities and their respective tax bases using tax rates in effect for the
years in which the differences are expected to reverse. Valuation allowances are recognized to reduce
deferred tax assets to the amount that is more likely than not to be realized. In assessing the likelihood of
realization, management considers estimates of future taxable income.

We are subject to tax audits in numerous jurisdictions in the U.S. and around the world. Tax audits
by their very nature are often complex and can require several years to complete. In the normal course of
business, we are subject to challenges from the IRS and other tax authorities regarding amounts of taxes
due. These challenges may alter the timing or amount of taxable income or deductions, or the allocation of
income among tax jurisdictions. As part of our calculation of the provision for income taxes on earnings,
we record the amount we expect to incur as a result of tax audits as part of accrued income taxes. Such
accruals require management to make estimates and judgments with respect to the ultimate outcome of a
tax audit. Accruals for income tax exposures expected to be settled within the next year are included in
“Accrued expenses.”

Environmental Expenditures

We record liabilities for environmental assessments and/or cleanup when it is probable a loss has
been incurred and the costs can be reasonably estimated. Management works with independent third-party
specialists in order to effectively assess our environmental liabilities. Environmental liability estimates may
include costs such as anticipated site testing, consulting, remediation, disposal, post-remediation monitoring
and legal fees, as appropriate. The liability does not reflect possible recoveries from insurance companies or
reimbursement of remediation costs by state agencies, but does include estimates of cost sharing with other
potentially responsible parties. Estimates are not discounted as the timing of the anticipated cash payments
is not fixed or readily determinable. Claims for reimbursement of remediation costs are recorded when
recovery is deemed probable.

Derivative Instruments and Hedging Activities

We use financial instruments, including forward exchange contracts, futures, swaps and cap
agreements to manage our exposures to movements in interest rates and foreign currency exchange rates.
The use of these financial instruments modifies the exposure of these risks with the intent to reduce the
risk or cost to Ryder. We do not enter into derivative financial instruments for trading purposes. We limit
our risk that counterparties to the derivative contracts will default and not make payments by entering into

56




RYDER SYSTEM, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Continued)

derivative contracts only with counterparties comprised of large banks and financial institutions that meet
established credit criteria. We do not expect to incur any losses as a result of counterparty default.

On the date a derivative contract is entered into, we formally document, among other items, the
intended hedging designation and relationship, along with the risk management objectives and strategies
for entering into the derivative contract. We also formally assess, both at the hedge’s inception and on an
ongoing basis, whether the derivatives we used in hedging transactions are highly effective in offsetting
changes in fair values or cash flows of hedged items. When it is determined that a derivative is not highly
effective as a hedge or that it has ceased to be a highly effective hedge, we discontinue hedge accounting
prospectively.

The hedging designation may be classified as follows:

No Hedging Designation: The gain or loss on a derivative instrument not designated as an
accounting hedging instrument is recognized currently in earnings.

Fair Value Hedge: A hedge of a recognized asset or liability or an unrecognized firm commitment is
considered as a fair value hedge. For fair value hedges, both the effective and ineffective portions of the
changes in the fair value of the derivative, along with the gain or loss on the hedged item that is
attributable to the hedged risk are recorded in carnings and reported in the Consolidated Statements of
Earnings on the same line as the hedged item.

Cash Flow Hedge: A hedge of a forecasted transaction or of the variability of cash flows to be
received or paid related to a recognized asset or liability is considered as a cash flow hedge. The effective
portion of the change in the fair value of a derivative that is declared as a cash flow hedge is recorded in
accumulated other comprehensive loss until earnings are affected by the variability in cash flows of the
designated hedged item.

Net Investment Hedge: A hedge of a net investment in a foreign operation is considered as a net
investment hedge. The effective portion of the change in the fair value of the derivative used as a net
investment hedge of a foreign operation is recorded in the currency translation adjustment account within
accumulated other comprehensive loss. The ineffective portion on the hedged item that is attributable to
the hedged risk is recorded in earnings and reported in the Consolidated Statements of Earnings as
miscellaneous income, net.

Foreign Currency Translation

Our foreign operations generally use the local currency as their functional currency. Assets and
liabilities of these operations are translated at the exchange rates in effect on the balance sheet date. 1f
exchangeability between the functional currency and the U.S. dollar is temporarily lacking at the balance
sheet date, the first subsequent rate at which exchanges can be made is used to translate assets and
liabilities. Income statement items are translated at the average exchange rates for the year. The impact of
currency fluctuations is included in accumulated other comprehensive loss as a currency translation
adjustment.

Stock-based Compensation

At December 31, 2004, Ryder had various stock-based employee compensation plans, which are
described more fully in Note 17, “Stock-Based Compensation Plans.” We recognize stock-based
compensation using the intrinsic value method. Under this method, we recognize compensation cost based
on the excess, if any, of the quoted market price of our common stock at the date of grant (or other
measurement date) and the amount an employee must pay to acquire the common stock.
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The following table illustrates the effect on net earnings and earnings per share if we had applied the

fair value method of accounting to stock-based employee compensation. s
Years ended December 31
2004 2003 2002
(In thousands, except per share amounts)
Net earnings, as reported . . .. ... oottt e $215,609 131,436 93,666
Add: Stock-based employee compensation expense included in
reported net earnings, netof tax .............. e 1,155 523 886
Deduct: Total stock-based employee compensation expense
determined under fair value method for all awards, net of tax ... (8,971) (5,694) (8,201)
Pro forma net earmings . ... ...t $207,793 126,265 86,351
Earnings per share:
Basic:
Asreported ... ... $ 335 2.09 1.52
Proforma. . ... ..o e $ 323 2.01 1.40
Diluted:
Asreported ... ... $ 328 2.06 1.50
Proforma. ... ... $ 316 1.98 1.38

The fair values of options granted were estimated at the dates of grant using the Black-Scholes
option-pricing model. See Note 17, “Stock-Based Compensation Plans,” for a description of option pricing
assumptions.

Earnings Per Share

Basic earnings per common share is computed by dividing net earnings by the weighted-average
number of common shares outstanding. Restricted stock granted to employees and directors are not
included in the computation of basic earnings per common share until the securities vest. Diluted earnings
per common share reflect the dilutive effect of potential common shares from securities such as stock
options and unvested restricted stock. The dilutive effect of stock options and unvested restricted stock is
computed using the treasury stock method, which assumes any proceeds that could be obtained upon the
exercise of stock options and restricted stock would be used to purchase common shares at the average
market price for the period.

Share Repurchases

Repurchases of shares of common stock are made periodically in open-market transactions using
working capital, and are subject to market conditions, legal requirements and other factors. The cost of
share repurchases is allocated between common stock and retained earnings based on the amount of
capital surplus at the time of the share repurchase.

Comprehensive Income (Loss)

Comprehensive income (loss) presents a measure of all changes in shareholders’ equity except for
changes resulting from transactions with shareholders in their capacity as shareholders. Ryder’s total
comprehensive income (loss) presently consists of net earnings, currency translation adjustments associated

58




RYDER SYSTENM, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Continued)

with foreign operations that use the local currency as their functional currency, adjustments for derivative
instruments accounted for as cash flow hedges and minimum pension liability adjustments.

Reclassifications

In order to maintain consistency and comparability between periods, certain reclassifications of
amounts previously reported have been made to the accompanying Consolidated Financial Statements and
related notes at December 31, 2003 and for the years ended December 31, 2003 and 2002, as follows:

(1) tax contingency accruals previously included within “Deferred income taxes” have been reclassified to
“Other non-current liabilities” to conform to the current year presentation; (ii) pension accruals expected
to be settled within the next year previously included within “Other non-current liabilities” have been
reclassified to “Accrued expenses” to conform to current year presentation based on management’s best
estimate of pension contributions in the next year and (iii) the presentation of “Purchases of property and
revenue earning equipment” in the Consolidated Statements of Cash Flows has been revised to reflect the
non-cash impact of changes in accounts payable related to purchases of revenue earning equipment.

Recent Accounting Pronouncements

In December 2004, the FASB issued Statement of Financial Accounting Standards (SFAS) No. 123
(revised 2004), “Share-Based Payment” (SFAS No. 123R), which replaces SFAS No. 123, “Accounting
for Stock-Based Compensation,” and supersedes APB Opinion No. 25, “Accounting for Stock Issued to
Employees.” SFAS No. 123R requires all share-based payments to employees, including grants of
employee stock options, to be recognized in the financial statements based on their fair values beginning
with the first interim or annual period after June 15, 2005, with early adoption encouraged. The pro forma
disclosures previously permitted under SFAS No. 123 no longer will be an alternative to financial
statement recognition. Under SFAS No. 123R, we must determine the appropriate fair value model to be
used for valuing share-based payments, the amortization method for compensation cost and the transition
method to be used at date of adoption. The transition methods include prospective and retroactive
adoption options. The prospective method requires that compensation expense be recorded for all unvested
stock options and restricted stock at the beginning of the first quarter of adoption of this standard, while
the retroactive method would record compensation expense for all unvested stock options and restricted
stock beginning with the first period restated. We are currently evaluating the requirements of
SFAS No. 123R and expect the adoption of this standard will result in amounts that are similar to our
current pro forma disclosures under SFAS No. 123. We have not yet determined the appropriate fair value
model to value share-based payments, the method of adoption or the effect of adopting SFAS No. 123R.

In May 2004, the FASB issued FASB Staff Position (FSP) No. FAS 109-2, “Accounting and
Disclosure Guidance for the Foreign Earnings Repatriation Provision within the American Jobs Creation
Act of 2004,” which provides guidance under SFAS No. 109, “Accounting for Income Taxes,” with
respect to recording the potential impact of the repatriation provisions of the American Jobs Creation Act
of 2004 (the Jobs Act) on enterprises’ income tax expense and deferred tax liability. The Jobs Act was
enacted on October 22, 2004. FSP 109-2 states that an enterprise is allowed time beyond the financial
reporting period of enactment to evaluate the effect of the Jobs Act on its plan for reinvestment or
repatriation of foreign earnings for purposes of applying SFAS No. 109. We expect to complete our
evaluation of the impact of the repatriation provisions by June 2005. Accordingly, as provided for in FSP
109-2, we have not adjusted our tax expense or deferred tax liability to reflect the repatriation provisions of
the Jobs Act.

In May 2004, the FASB issued FSP No. FAS 106-2, “Accounting and Disclosure Requirements
Related to the Medicare Prescription Drug, Improvement and Modernization Act of 2003,” (the Act) in
response to a new law regarding prescription drug benefits under Medicare (Medicare Part D) and a
Federal subsidy to sponsors of retiree health care benefit plans that provide a benefit that is at least
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actuarially equivalent to Medicare Part D. Currently, SFAS No. 106, “Employers’ Accounting for
Postretirement Benefits Other Than Pensions,” requires that changes in relevant law be considered in
measurement of postretirement benefit costs. We have determined that the enactment of the Act was not a
significant event with respect to our plans, and accordingly, as required by FSP 106-2, the effects of the
Act are incorporated into our December 31, 2004 measurement of the plans’ benefit obligations.

2. ACCOUNTING CHANGES

The following table summarizes the after-tax non-cash charges recorded in connection with
accounting standards adopted in 2003 and 2002:

Years ended
December 31

2003 2002
(In thousands)
FIN 46 — Variable interest entities (See Note 1) ......... .. ... ... i, $(2,954) —
SFAS No. 143 — Asset retirement obligations . ............ . iuuierirenen... (1,169) —
SFAS No. 142 — Goodwill and other intangible assets ......................... — (18,899)
Cumulative effect of changes in accounting principles . ................ ... .... $(4,123)  (18,899)

Effective January 1, 2003, we adopted SFAS No. 143, “Accounting for Asset Retirement
Obligations,” which addresses financial accounting and reporting for obligations associated with the
retirement of tangible long-lived assets and the associated asset retirement costs. SFAS No. 143 requires
that the fair value of a liability for an asset retirement obligation be recognized in the period in which it is
incurred if a reasonable estimate of fair value can be made and that the associated asset retirement costs
be capitalized as part of the carrying amount of the long-lived asset. The cumulative effect adjustment
recognized upon adoption of this standard was $1 million on an after-tax basis, or $0.02 per diluted
common share, consisting primarily of costs associated with the retirement of certain components of
revenue earning equipment. Adoption of this standard would not have had a material impact on our results
of operations or financial condition for 2002.

Effective January 1, 2002, we adopted SFAS No. 142, “Goodwill and Other Intangible Assets,”
which requires goodwill and intangible assets with indefinite useful lives no longer be amortized, but
instead tested for impairment at least annually. SFAS No. 142 also requires that intangible assets with
finite lives be amortized over their respective estimated useful lives to their estimated residual values, The
cumulative effect adjustment recognized upon adoption of this standard was $19 million on a before and
after-tax basis, or $0.30 per diluted common share, consisting of a goodwill impairment charge associated
with the Asian operations of our SCS business segment. The goodwill impairment charge resulted from
the application of the new impairment methodology introduced by SFAS No. 142. The impact of this
accounting change had no effect on Ryder’s operating earnings.

During 2004, Ryder did not record any cumulative effect charge in connection with the adoption of
accounting standards.
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3. ACQUISITIONS

Ruan Acquisition — On March 1, 2004, Ryder completed an asset purchase agreement with Ruan
Leasing Company (Ruan) under which we acquired Ruan’s fleet of approximately 6,400 vehicles, 37 of its
111 service locations and more than 500 customers. Ryder also acquired full service contract maintenance
agreements covering approximately 1,700 vehicles. The combined Ryder/Ruan network allowed us to
leverage our existing U.S. infrastructure in key markets while adding new infrastructure to strengthen our
presence in targeted areas of the Midwest, Southeast, Mid-Atlantic and Southwest. The purchase price,
which is subject to post closing adjustments, was allocated to the net assets acquired based on their fair
values. At December 31, 2004, approximately $142 million of the purchase price had been paid with the
remaining amount expected to be paid by the first quarter of 2006, subject to holdback provisions set forth
in the agreement. The initial recording of the transaction was based on preliminary valuation assessments
and was subject to change.

The following table provides a rollforward of the original estimated fair values of the assets acquired
and liabilities assumed at the date of acquisition:

Original Amount Purchase
Disclosed First Accounting
Quarter 2004 Adjustments Total Allocation
(In thousands)
Assets:
Revenue earning equipment .............. ... ..., $138,587 612 139,199
Operating property and equipment. .................. 1,280 (749) 531
Customer relationship intangibles ................... 5,209 9 5,200
Other assets ........... i 3,370 64 3,434
Total assets .. ... 148,446 (82) 148,364
Liabilities:
Asset retirement obligations and other liabilities . ... ... (213) —_ (213)
Purchase price ...t $148,233 (82) 148,151

General Acquisition — On December 31, 2003, Ryder completed an asset purchase agreement with
General Car and Truck Leasing System, Inc. (General) under which we acquired General’s fleet of
approximately 4,200 vehicles, 15 of its 34 service locations and more than 700 customers. The combined
Ryder/General network allowed us to leverage our existing U.S. infrastructure in key markets while adding
new infrastructure to strengthen our presence in targeted areas of the Midwest and Southeast. The
purchase price, which is subject to post closing adjustments, was allocated to the net assets acquired based
on their fair values. At December 31, 2004, approximately $102 million of the purchase price had been
paid with the remaining amount required to be paid in 2005, subject to holdback provisions set forth in the
agreement.
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As described in the 2003 Annual Report, the initial recording of the transaction was based on
preliminary valuation assessments and was subject to change. The following table provides a rollforward of
the original estimated fair values of the assets acquired and liabilities assumed at the date of acquisition:

Original Amount Purchase
Disclosed in 2003 Accounting
Annual Report Adjustments Total Allocation
(In thousands)
Assets:
Revenue earning equipment........................ $ 98,236 (378) 97,858
Operating property and equipment .................. 6,646 (621) 6,025
Customer relationship intangibles ................... 2,330 153 2,483
Other assets ... .ot it i 1,709 599 2,308
Total assets ...t 108,921 (247) 108,674
Liabilities:
Asset retirement obligations and other liabilities. .. . ... (133) (811) (944)
Purchase price ........ ... ... .. $108,788 (1,058) 107,730

Pro Forma Information — The results of Ruan and General have been included in the consolidated
financial statements from the date of acquisition. The following table provides the unaudited pro forma
revenue, earnings before cumulative effect of changes in accounting principles, net earnings and earnings
per share as if the results of these businesses had been included in operations commencing January 1,
2003. This pro forma information is not necessarily indicative either of the combined results of operations
that actually would have been realized had the acquisitions been consummated during the period for which
the pro forma information is presented, or of future results. The pro forma results for 2003 include
approximately $27 million of asset impairment charges recorded by one of the acquired entities in the
period prior to the acquisition.

Unaudited
December 31
2004 2003
(In thousands, except per share
amounts)
ReVeNUE ... $5,173,276 5,044,304
Earnings before cumulative effect of changes in accounting principles .. ... .. $ 214,193 115,273
NEE BATMINGS « .« et e i ittt e e et ettt et $ 214,193 111,150
Earnings per common share — Diluted:
Before cumulative effect of changes in accounting principles............. $ 3.26 1.80
Net CaIMIIES « . oottt e e e $ 3.26 1.74

Vertex Acquisition — During November 2003, Ryder also acquired substantially all of the assets of
Vertex Services, LLC (Vertex), an environmental services firm providing fuel storage tank management
services for approximately $2 million in cash. Vertex’s operating results from November 15, 2003 (the
closing date) have been included in our consolidated results. Pro forma results of operations have not been
presented because the effect of this acquisition was not significant.

No acquisitions were completed in 2002.
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4. RESTRUCTURING AND OTHER (RECOVERIES) CHARGES

The components of restructuring and other (recoveries) charges, net in 2004, 2003 and 2002 were as
follows:

Years ended December 31
2004 2003 2002
(In thousands)

Restructuring (recoveries) charges, net:
Severance and employee-related (recoveries) costs .................. $ (1,216) 4,902 5,198
Facilities and related (recoveries) costs............coviivvinnnin. (79) (8) 106

(1,295) 4,894 5,304

Other (recoveries) charges, net:

ASSEt WIIte~dOWIIS . . . ..ot (61) (1,182) (285)
Gain on sale of headquarters complex .............. ... . ... .. ... (24,308) — —
Strategic consulting fees....... ... ... . — — (64)
Contract termination and transition Costs...............ccovviii.nn 8,000 — (219)
Insurance reserves — sold business . ........... .. ... ... .. L. — (42) (520)
Settlement of commercial dispute. . ...... ..o i e (12)  (3,900) —

Total . $(17,676) (230) 4,216

Allocation of restructuring and other (recoveries) charges, net across business segments in 2004, 2003
and 2002 was as follows:

Years ended December 31

2004 2003 2002
(In thousands)
Fleet Management Solutions . ............cov i, $ 4,312 (961) (177)
Supply Chain Solutions .. ......... .. i 1,937 536 5,137
Dedicated Contract Carriage . .. ....ovvv ittt 503 (311) 243
Central Support Services . ... .. ot e (24,428) 506 (987)
Total . $(17,676) (230) 4,216

2004 Activity

Restructuring recoveries, net during 2004 related primarily to employee severance and benefits
recorded in prior restructuring charges that were reversed due to refinements in estimates.

Other recoveries, net during 2004 related primarily to $24 million in gains from properties sold in
connection with the relocation of our headquarters. In May 2004, we completed the sale of our corporate
headquarters facility for $39 million in cash. In conjunction with this sale, we entered into a lease
agreement with the purchaser to lease back the headquarters facility until we relocate to our new
headquarters in 2005. The terms of the leaseback agreement met the criteria for a “normal leaseback”™ and
full gain recognition of $22 million. Also during 2004, we recognized gains totaling $2 million from the
sale of properties ancillary to our main headquarters facility.

Other charges during 2004 related to the termination of certain services covered by an information
technology contract. As part of on-going cost containment initiatives, Ryder management approved and
committed to a plan to transition certain outsourced information technology infrastructure services to
Ryder employees. Under the terms of the agreement, Ryder was obligated to pay termination costs in the
event of termination prior to the expiration date of 2010. In accordance with the terms of the services
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agreements, Ryder notified the information technology services provider of its intent to terminate the
services and recorded charges totaling $8 million for contract termination ($6 million) and transition costs
incurred since termination ($2 million). By December 31, 2004, all transition activities were completed
and we expect cost reductions associated with the termination of these services to benefit our results
starting in 2005.

2003 Activity

During 2003, Ryder approved a plan to eliminate approximately 140 positions as a result of on-going
cost management and process improvement actions in Ryder’s FMS and SCS business segments and
Central Support Services. The charge related to these actions included severance and employee-related
costs totaling $6 million. While many of these employees had not been terminated by December 31, 2003,
such actions were substantially finalized by March 31, 2004. Our estimated annual pre-tax cost savings in
salaries and employee-related costs realized from these actions approximate $11 million. During 2003, we
also reversed severance and employee-related costs totaling $1 million that had been recorded in prior
restructurings due to refinements in estimates.

Other recoveries during 2003 principally include a settlement of a commercial dispute pertaining to
prior billings with an information technology vendor and gains on sales of owned facilities identified for
closure in prior restructuring charges.

2002 Activity

During the fourth quarter of 2002, Ryder approved a plan to eliminate approximately 140 positions as
a result of cost management actions principally in our SCS business segment and Central Support
Services, which were substantially finalized at December 31, 2002. The charge related to these actions
included severance and employee-related costs totaling $7 million. Qur estimated annual pre-tax cost
savings in salaries and employee-related costs realized from these actions approximate $14 million. During
2002, we also reversed severance and employee-related costs totaling $2 million that had been recorded in
prior restructuring charges due to refinements in the estimates.

Other recoveries during 2002 include net gains (recoveries) on sale of owned facilities identified for
closure in prior restructuring charges, the reversal of contract termination costs recognized in 2001
resulting from refinements in estimates and the final settlement of insurance reserves attributed to a
previously sold business.

The following table presents a roll-forward of the activity and balances of our restructuring reserve
account for the years ended December 31, 2004 and 2003:
Beginning Ending
Balance Additions Deductions Balance
(In thousands)

Year Ended December 31, 2004:

Employee severance and benefits . .................. $ 6,665 271 5,811 1,125
Facilities and related costs ............. ... ... ... 1,322 101 663 760
Total ... $ 7,987 372 6,474 1,885

Year Ended December 31, 2003:
Employee severance and benefits . . ................. $ 9,369 5,832 8,536 6,665
Facilities and related costs .......... .. ... ......... 3,275 367 2,320 1,322
Total ... $12,644 6,199 10,856 7,987
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At December 31, 2004, employee terminations from prior year restructuring plans were substantially
finalized. Deductions represent cash payments made during the period of $5 million and $10 million and
prior year charge reversals of $1 million in 2004 and 2003. At December 31, 2004, outstanding
restructuring obligations are generally required to be paid over the next year.

5. RECEIVABLES

December 31

2004 2003
(In thousands)
Trade receivables . ... ... . $ 654,752 556,209
Financing 1ease . . . ... e 67,671 61,791
Income tax receivable . ... ... . .. . 3,888 2,653
OtheT . . o 18,447 29,477
744,758 650,130
ATlOWANCE . . o e e (11,923) (9,361)
ot . $ 732,835 640,769

Ryder participated in an agreement to sell with limited recourse trade receivables on a revolving and
uncommitted basis. This agreement expired in December 2004. Under the program, Ryder sold receivables
from time to time in order to fund operations, particularly when the cost of such sales was cost effective
compared with other means of funding, notably, commercial paper. Losses on receivable sales and related
costs associated with this program were $0.5 million, $0.5 million and $2 million in 2004, 2003 and 2002,
respectively, and included in “Miscellaneous income, net.”

6. REVENUE EARNING EQUIPMENT

Estimated December 31
Useful Lives 2004 2003
(In years) (In thousands)
Full service lease. ... ... i 3—12 $ 4,518,029 4,186,497
Commercial tental ........ ... ... . ... .. . e 4.5 — 12 1,518,462 1,333,525
6,036,491 5,520,022
Accumulated depreciation . ........ ... ... i (2,704,780)  (2,473,982)
Total') L $ 3,331,711 3,046,040

{1} Revenue earning equipment, net includes vehicles acquired under capital leases of $67 million, less accumulated amortization of
824 million at December 31, 2004, and $107 million, less accumulated amortization of $28 million at December 31, 2003.
Amortization expense attributed to vehicles acquired under capital leases is combined with depreciation expense.

Revenue earning equipment leased under “full service lease” and “commercial rental” is differentiated
exclusively by the service line in which the equipment is employed. Two core service offerings of Ryder’s
Fleet Management Solutions business segment are full service leasing and short-term commercial rental.
Under a full service lease, Ryder provides customers with vehicles, maintenance, supplies (including fuel),
ancillary services and related equipment necessary for operation, while our customers exercise control of
the related vehicles over the lease term (generally three to seven years depending upon the nature of the
equipment). We also provide short-term rentals (generally daily or weekly), which tend to be seasonal, to
commercial customers to supplement their fleets during peak business periods. Approximately 50% of
commercial rentals are to existing full service lease customers to supplement their fleets during peak
periods or to substitute full service lease units not yet delivered or temporarily out of service.

65




RYDER SYSTEM, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FEINANCIAL STATEMENTS - (Continued)

7. OPERATING PROPERTY AND EQUIPMENT

Estimated December 31
Useful Lives 2004 2003
(In years) (In thousands)
Land . ..o e — $ 105,820 107,770
Buildings and improvements ............ ... ... ... 10 — 40 573,717 603,610
Machinery and equipment . .......... .. . e 3—10 473,036 477,145
Other .. e 3—10 65,168 56,800
1,217,741 1,245,325
Accumulated depreciation ......... ... . i (738,143) (738,427)
Total . .. e $ 479,598 506,898

8. DIRECT FINANCING LEASES AND OTHER ASSETS

December 31

2004 2003
{In thousands)
Direct financing leases, net .. ... vttt $ 333,339 344,091
Cash reserve deposits (vehicle securitization credit enhancements) ......... 24,537 24,267
Investments held in Rabbi Trust ... ... ... . i 21,737 18,239
Swap and cap agreements . . ... ... e 4,911 14,431
Deferred debt issuance CostS. . ... ... vttt 6,933 5,488
Other . o 25,074 34,455
Total .. e $ 416,531 440,971

9. GOODWILL AND OTHER INTANGIBLE ASSETS

December 31
2004 2003
{In thousands)

Unamortizable intangible assets:

Goodwill ... $ 157,904 155,628
Trade name . ... e 8,686 8,686
Pension intangible .. ... ... .. 8,804 10,950
175,394 175,264

Amortizable intangible assets:
Customer relationship intangibles(” .................................. 7,683 2,330
Accumulated amortization .. ........... . e (653) —
7,030 2,330
Total o $ 182,424 177,594

(1) Customer relationship intangibles are being amortized over their estimated useful lives of 10 years.

The Ryder trade name has been identified as having an indefinite useful life. In 2004, we completed
our annual impairment test of goodwill and indefinite-lived intangibles and determined that there was no
impairment. We recorded amortization expense associated with amortizable intangible assets of
approximately $1 million in 2004. Based on the current amount of amortizable intangible assets, we
estimate amortization expense to be approximately $1 million for each of the next five years.
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The carrying amount of goodwill attributable to each reportable business segment with changes

therein was as follows:

Fleet Supply Dedicated
Management Chain Contract
Solutions Solutions Carriage Total
(In thousands)

Balance at December 31,2003 ...................... $126,318 24,410 4,900 155,628
Acquisitions ... L 260 — — 260
Currency translation adjustment ..................... 751 1,265 — 2,016
Balance at December 31,2004 ...................... $127,329 25,675 4,900 157,904

(1) Amounts represent purchase accounting adjustments relating to the November 2003 acquisition of Vertex Services, LLC.

16. ACCRUED EXPENSES AND OTHER NON-CURRENT LIABILITIES

December 31

2004

2003

(In thousands)

Accrued Expenses

Salaries and Wages . ... .. i $ 82,613 60,869
Pension benefits ... ... . ... 39,189 41,498
Deferred compensation .. ....... .. .t 3,589 1,856
Postretirement benefits other than pensions ........... .. ... i 7,441 6,894
Employee benefits . ... . 19,124 17,229
Self-insurance accruals .. ........ ... ... . 97,822 95,858
Reserve for residual value guarantees ..............iiiiiniiiennennn.. 3,617 6,952
Vehicle rent and related accruals . . ....... ... . i 11,787 9,562
Environmental liabilities . ......... . . . 5,518 8,876
OPerating taXes . ... ..ottt e e 81,984 83,315
Income taXeS . ... e 246,896 6,792
ReSITUCIUIINE ..ot e e 1,885 7,987
Interest ... 16,442 18,480
Other . . 63,383 68,773

Total accrued eXpenses .. ...ttt e $681,290 434,941

Non-Current Liabilities

Pension beneflts .. ... $114,099 117,944
Deferred compensation . .......... ...ttt 20,701 21,374
Postretirement benefits other than pensions . ............ ... . ... ... ... 27,324 29,221
Self-insurance acCruals . ... e 167,884 162,441
Reserve for residual value guarantees .......... ...t 2,589 3,582
Vehicle rent and related accruals. . ....... ... ... . 4,568 5,283
Environmental liabilities ... ... ... 11,252 6,503
INCOmME taXES . . .o e 29,090 190,901
CrOSS-CUITENCY SWAD . . ottt et ettt et e e e e e e et e 15,946 8,614
Other . o 15,101 19,085

Non-current labilities . .. ... . $408,554 564,948
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11. INCOME TAXES

The components of earnings before income taxes and the provision for income taxes were as follows:

Years ended December 31
2004 2003 2002
(In thousands)

Earnings before income taxes:

United States. . ..o oo e $270,666 155,376 125,616
Foreign . . 60,456 57,099 50,267
Total . $331,122 212,475 175,883
Current tax expense (benefit):
Federal' ... .. . . . $ 88,920 — (2,614)
State’) .. 3,958 4,039 321
Foreign . .. e 12,820 21,410 12,996

105,698 25,449 10,703

Deferred tax expense (benefit):

Federal ... ... i (6,001) 45,230 37,017
R} 7 P 9,510 6,564 13,796
Foreign . ..o 6,306 (327) 1,802
9,815 51,467 52,615

Provision for income taxes .. ...t $115,513 76,916 63,318

(1) Excludes federal and state tax benefits resulting from the exercise of stock options and vesting of restricted stock awards, which
were credited directly to "Additional paid-in-capital.”

A reconciliation of the Federal statutory tax rate with the effective tax rate follows:

Years ended December 31

2004 2003 2002
(Percentage of pre-tax earnings)
Federal statutory tax rate .. ............oiiuniurnnerineennnnnn. 35.0 35.0 35.0
Impact on deferred taxes for changes in tax rates .................. (0.2) 0.7 —
State income taxes, net of federal income tax benefit ............... 2.9 3.2 5.2
Tax reviews and audits . ... ... ... i (2.8) — —
Miscellaneous 1tems, NEt .. ... ... .ttt — (2.7) (4.2)
Effective tax rate. ... ..ot e 34.9 36.2 36.0

The effective tax rate in 2004 was impacted by a number of items. In the fourth quarter of 2004, we
recognized a net income tax benefit of $9 million related to the completion of the audit of our federal
income tax returns for the 1995 through 1997 period. This benefit was partially offset by provisions made
for loss contingencies related to the audit of the 1998 through 2000 period.
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The components of the net deferred income tax liability were as follows:

December 31
2004 2003
(In thousands)

Deferred income tax assets:

Self-insurance accruals . .. ... $ 74,140 72,565
Net operating loss carryforwards . ......... ... ... 40,495 40,220
Accrued compensation and benefits . ....... ... ... 33,074 31,603
Lease accruals and reserves ............. .. . 2,523 12,428
Pension benefits . ... .. . 43,884 58,897
Miscellancous other accruals ... ... .. i 62,687 43,641
256,803 259,354
Valuation allowance . . ... ... .. (11,559) (10,331)
v 245,244 249,023
Deferred income tax liabilities:
Property and equipment bases difference ................... . ... . ..., (1,063,596) (1,034,682)
Other BIIMIS . . oot e (15,559) (31,640)
(1,079,155)  (1,066,322)
Net deferred income tax lability" .. ... ... .. ... ... ... ... .. .. ... ..., $ (833,911) (817,299)

(1) Deferred 1ax assets of $37 million and $10 million have been included in “Prepaid expenses and other current assets” at
December 31, 2004 and 2003, respectively.

We do not provide for U.S. deferred income taxes on temporary differences related to our foreign
investments that are considered permanent in duration. These temporary differences consist primarily of
undistributed foreign earnings of $135 million at December 31, 2004. A full foreign tax provision has been
made on these undistributed foreign earnings. Determination of the amount of deferred taxes on these
temporary differences is not practicable due to foreign tax credits and exclusions. We are currently
evaluating the effects of the American Jobs Creation Act of 2004 and have not made a determination of
whether we will repatriate any foreign earnings. Because this evaluation is ongoing, it is not yet practical to
estimate a range of possible income tax effects related to potential repatriations.

At December 31, 2004, Ryder had federal net operating loss carryforwards providing a tax benefit of
$166 million expiring through 2022 and unused alternative minimum tax credits, for tax purposes, of
$31 million available to reduce future income tax liabilities. All such amounts have been netted against
accrued income taxes, see Note 10, “Accrued Expenses and Other Non-Current Liabilities.” As discussed
below, all such amounts were utilized in connection with the resolution of our 1998 to 2000 federal tax
audit. A valuation allowance has been established to reduce deferred income tax assets, principally foreign
tax loss carryforwards to amounts expected to be realized.

Income taxes paid totaled $21 million, $27 million and $135 million in 2004, 2003 and 2002,
respectively.

We are subject to tax audits in numerous jurisdictions in the U.S. and around the world. Tax audits
by their very nature are often complex and can require several years to complete. The Internal Revenue
Service (IRS) has now closed audits of our U.S. federal income tax returns through fiscal year 2000. The
audit of our federal income tax returns for 1995 through 1997 was in the appeals process with the IRS
since 2002. In December 2004, Ryder received notification that the Congressional Joint Committee on
Taxation (Joint Committee) had approved our claims for capital loss refunds and carryforwards in
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connection with the audit of these tax years. The tax benefit associated with these claims was recognized
upon final approval by the Joint Committee.

In 2003, the IRS began auditing our federal income tax returns for the 1998 to 2000 tax period. Since
November 2004, the IRS proposed adjustments that challenged certain of our tax positions primarily
related to (i) a capital loss on the sale of a minority interest in our captive insurance company, (ii) the
tax treatment for a sale and leaseback of certain revenue earning equipment in 1999 and 2000 (not
involving our securitization activities), and (iii) the tax basis for certain revenue earning equipment
acquired in 1998 and related depreciation for such assets. The IRS also proposed penalties for the
underpayment of tax. In February 2005, we resolved all issues with the IRS related to the 1998 to 2000
tax period, including interest and proposed penalties. In connection with the resolution of this audit, on
February 22, 2005, we paid $176 million (after utilization of all available federal net operating losses and
alternative minimum tax credit carry-forwards), including interest through the date of payment. The
payment was funded through the issuance of commercial paper. The amount we paid is consistent with our
accrual as of December 31, 2004, and is included in “Accrued expenses.”

In 2005, the IRS began auditing our federal income tax returns for 2001 and 2002. We believe that
Ryder has not entered into any other transactions since 2000 that raise the same type of issues identified
by the IRS in its most recent audit.

12. LEASES
Direct Financing Leases

Ryder leases revenue earning equipment to customers as direct financing leases. The net investment in
direct financing leases consisted of:
December 31
2004 2003
(In thousands)

Total minimum lease payments receivable ................................. $ 646,950 687,587
Less: Executory costs ...........ciiniriiininannn... e {193,892) (203,293)
Minimum lease payments receivables ............ ... ... . . 453,058 484,294
Less: Allowance for uncollectibles . ......... ... ... ... ... . .. .. ... ... ... (782) (489)
Net minimum lease payments receivable ........ ... .. ... ... oL 452,276 483,805
Unguaranteed residuals ... ... oo 86,323 78,842
Less: Unearned MMCOME . . .o vttt ittt e e e (137,589)  (136,765)
Net investment in direct financing leases ............ ... itiivin. .. 401,010 405,882
CUITENT POTLION . . . . ottt et e e e e e (67,671) {61,791)
Non-current POrtion . . ... ..ottt e $ 333,339 344,091

Operating Leases as Lessee

Ryder leases vehicles, facilities and office equipment under operating lease agreements. Generally,
vehicle lease agreements specify that rental payments be adjusted periodically based on changes in interest
rates and provide for early termination at stipulated values. None of our leasing arrangements contain
restrictive financial covenants.

We periodically enter into sale and leaseback transactions in order to lower the total cost of funding
our operations, to diversify our funding among different classes of investors (e.g., regional banks, pension
plans, insurance comparnies, etc.} and to diversify our funding among different types of funding
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instruments. These sale-leaseback transactions are often executed with third-party financial institutions that
are not deemed to be VIEs. In general, these sale-leaseback transactions result in a reduction in revenue
earning equipment and debt on the balance sheet, as proceeds from the sale of revenue earning equipment
are primarily used to repay debt. Sale-leaseback transactions will result in reduced depreciation and
interest expense and increased equipment rental expense. During 2004, we completed two sale-leaseback
transactions of revenue earning equipment with third-party financial institutions not deemed to be VIEs.
Proceeds from the sale-leaseback transactions totaled $97 million. In connection with these leases we have
provided limited guarantees of the residual values of the leased vehicles (residual value guarantees) that
are conditioned upon disposal of the leased vehicles prior to the end of their lease term.

As more fully described in Note 13, “Debt,” effective July 2003, we consolidated two vehicle
securitization trusts that were considered VIEs. These trusts were previously established as part of sale-
leaseback (vehicle securitization) transactions that were originally afforded oft-balance sheet treatment. As
part of the vehicle securitization transactions, we are obligated to make lease payments only to the extent
of collections on the related vehicle leases and vehicle sales. Since July 2003, these payments are reflected
as debt payments, rather than contingent rental payments in the consolidated financial statements.

As previously discussed, certain leases contain purchase and/or renewal options, as well as limited
guarantees for a portion of the lessor’s residual value. The amount of residual value guarantees expected to
be paid is recognized as rent expense over the expected remaining term of the lease. Facts and
circumstances that impact management’s estimates of residual value guarantees include the market for
used equipment, the condition of the equipment at the end of the lease and inherent limitations in the
estimation process. See Note 15, “Guarantees,” for additional information.

The following table presents the activity of the reserve for residual value guarantees for the years
ended December 31, 2004, 2003 and 2002:

Beginning Charged to Ending
Balance Earnings Deductions Balance

(In thousands)
2004 ... e $10,534 1,250 (5,578) 6,206
2003 . e $27,770 1,665 (18,901) 10,534
2002 e $44,095 19,052 (35,377) 27,770

2004 Activity

The overall decline in the reserve activity reflects the decrease in the number of vehicles held under
operating leases during 2004 as compared with earlier years. Additionally, improved vehicle market prices
in 2004 resulted in higher estimates of vehicle residual values than previously anticipated. During 2004, the
number of vehicles held under lease declined 26% in comparison to 2003.

2003 Activity

The overall decline in the reserve activity reflects the decrease in the number of vehicles held under
operating leases during 2003 as compared with earlier years. Additionally, improved vehicle market prices
in 2003 resulted in higher estimates of vehicle residual values than previously anticipated. During 2003, the
number of vehicles held under lease declined 72% in comparison to 2002.

2002 Activity

The overall decline in the reserve activity reflects the decrease in the number of vehicles held under
operating leases during 2002 as compared with 2001, Additionally, improved vehicle market prices in 2002
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resulted in higher estimates of vehicle residual values than previously anticipated. During 2002, the
number of vehicles held under lease declined 30% in comparison to 2001.

During 2004, 2003 and 2002, rent expense (including rent of facilities included in “Operating
expense,” but excluding contingent rentals) was $171 million, $211 million and $244 million, respectively.
During 2003 and 2002, contingent rentals on securitized vehicles were $52 million and $114 million,
respectively. During 2004, 2003 and 2002, contingent rentals comprised of residual value guarantees,
payments based on miles run and adjustments to rental payments for changes in interest rates on all other
leased vehicles were $(2) million, $(3) million and $13 million.

Lease Payments

Future minimum payments for leases in effect at December 31, 2004 were as follows:

As Lessor'" As Lessee
Direct
Operating Financing Operating
Leases Leases Leases
(In thousands)
20008 e e $ 996,630 140,955 106,326
2006 .. e 723,752 125,370 83,459
2007 e e 497,840 109,972 61,975
2008 L e e e 340,570 92,140 36,205
2000 L e 220,314 71,483 27,041
Thereafter ... ... . 148,121 107,030 77,494
Total o e $2,927,227 646,950 392,500

(1} Amounts do not include contingent rentals, which may be received under certain leases on the basis of miles of use or changes
in the Consumer Price Index. Contingent rentals from operating leases included in revenue during 2004, 2003 and 2002 were
$285 million, 8264 million and 3267 million, respectively. Contingent rentals from direct financing leases included in revenue
during 2004, 2003 and 2002 were $29 million, $30 miilion and $30 million, respectively.

The amounts in the previous table are based upon the assumption that revenue earning equipment will
remain on lease for the length of time specified by the respective lease agreements. The future minimum
payments presented above are not a projection of future lease revenue or expense; no effect has been given
to renewals, new business, cancellations, contingent rentals or future rate changes. Sublease rentals from
equipment under operating leases as lessee, are included within rental payments for operating leases as
lessor.
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13. DEBT
December 31
2004 2003
(In thousands)
U.S. commercial PaPer ... ... $ 119,000 115,000
Canadian commercial paper . ....... ... e 80,869 —
Unsecured U.S. notes:
Debentures, 6.50% to 9.88%, due 2005 t0 2017 . ... ... ... ... ... .. .. .. .. 325,870 325,810
Medium-term notes, 3.50% to 8.10%, due 2006 t0 2025.................. 795,640 732,034
Unsecured foreign obligations, 2.39% to 9.75%, due 2005 to 2009 ........... 162,072 197,594
Asset-backed securities, 5.81% to 7.70%, due 2005 to 2010 ... ... ... .. .. 186,457 294,991
Other debt ... e 55,000 57,043
Capital 1eases ... ..o e 53,397 79,137
Total debt before fair market value adjustment . ...................... 1,778,305 1,801,609
Fair market value adjustment on notes subject to hedging™® . ............... 4,911 14,291
Total debt ... 1,783,216 1,815,900
CUITENt POLTIOM . .« o o\ ettt e e e e e e e (389,550) (366,411)
Long-term debt . ... ... ... $1,393,666 1,449,489

(1) Asset-backed securities represent outstanding debit of consolidated VIEs. Asset-backed securities are collateralized by cash
reserve deposits (included in “Direct financing leases and other assets”] and revenue earning equipment of consolidated VIEs
totaling $218 million and 3350 million at December 31, 2004 and 2003, respectively.

(2) The notional amount of executed interest rate swaps designated as fair value hedges was $285 million and $322 million at
December 31, 2004 and 2003, respectively.

Maturities of debt (including sinking fund requirements) and minimum payments under capital leases
are as follows:

Capital Leases Debt
(In thousands)

20008 . $ 36,514 $ 354,482
2006 . . e 17,850 236,010
2007 e 351 335,768
2008 . e 162 112,381
20000 L . e — 429,727
Therealter .. o — 261,451

Total .................. e 54,877 $1,729,819
Imputed Interest . . .. ... e (1,480)

Present value of minimum capitalized lease payments .................. 53,397
Current portion (35,068)

Long-term capitalized lease obligations. ............... ... .. ......... $ 18,329

During May 2004, Ryder refinanced its $860 million credit facility with a new five-year $870 million
global revolving credit agreement with a syndicate of lenders. The credit facility is used to finance working
capital and provide support for the issuance of commercial paper. The credit facility can also be used to
issue up to $75 million in letters of credit (there were no letters of credit outstanding against the facility at
December 31, 2004). Foreign borrowings of $24 million and $44 million were outstanding under the
facility at December 31, 2004 and 2003, respectively. At Ryder’s option, the interest rate on borrowings
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under the credit facility is based on LIBOR, prime, federal funds or local equivalent rates. The credit
facility’s current annual facility fee is 15.0 basis points, which applies to the total facility of $870 million,
and is based on Ryder’s current credit ratings. The credit facility contains no provisions restricting its
availability in the event of a material adverse change to Ryder’s business operations; however, the credit
facility does contain standard representations and warranties, events of default, cross-default provisions, and
certain affirmative and negative covenants. In order to maintain availability of funding, Ryder must
maintain a ratio of debt to consolidated tangible net worth, as defined in the agreement, of less than or
equal to 300%. The ratio at December 31, 2004 was 99%. At December 31, 2004, $646 million was
available under this global revolving credit facility.

The weighted-average interest rates for outstanding U.S. commercial paper at December 31, 2004 and
2003 were 2.36% and 1.22%, respectively. The weighted-average interest rate for outstanding Canadian
commercial paper at December 31, 2004 was 2.60%. There was no outstanding Canadian commercial
paper balance at December 31, 2003. Commercial paper supported by the long-term revolving credit
facility previously discussed, is classified as long-term debt based upon our intent and ability to refinance
these borrowings on a long-term basis.

During 2004, we issued $135 million of unsecured medium-term notes maturing in March 2009 and
made $72 million of scheduled unsecured note payments. The proceeds from the notes were used to
reduce other outstanding borrowings.

During 2003, Ryder filed a universal shelf registration statement with the Securities and Exchange
Commission to issue up to $800 million of available securities. Proceeds from debt issuances under the
universal shelf registration statement are expected to be used for capital expenditures, debt refinancing and
general corporate purposes. At December 31, 2004, Ryder had $665 million of debt securities available for
issuance under the latest registration statement. Ryder had unamortized original issue discounts of
$15 million for the medium-term notes and debentures at both December 31, 2004 and 2003.

Effective July 1, 2003, Ryder consolidated two vehicle lease trusts that were considered VIEs. The
activities of each of the separately rated vehicle lease trusts and related debt were originally afforded off-
balance sheet treatment under existing accounting rules. Each of these trusts was established as part of
vehicle securitization transactions. These vehicle securitization transactions typically involve the sale and
leaseback of revenue earning equipment under lease to our customers to a vehicle lease trust (a special
purpose entity), which purchases the revenue earning equipment with cash raised primarily through the
issuance of debt instruments in the public markets. Third-party investors have recourse to the revenue
earning equipment in the trusts and benefit from credit enhancements provided by Ryder, in the form of
up-front cash reserve deposits, as additional security to the extent that delinquencies and losses on
customer leases and related vehicle sales are incurred. Outstanding principal of asset-backed senior notes
issued by the trusts in connection with these transactions was $186 million at December 31, 2004. The
outstanding notes have a weighted-average interest rate of 6.47%. At December 31, 2004, the cash reserve
deposits maintained by Ryder totaled $25 million, and are included in “Direct financing leases and other
assets” in the accompanying balance sheet. Other than the credit enhancements, Ryder does not guarantee
the third-party investors’ interests in the vehicle lease trusts.

At December 31, 2004 and 2003, Ryder had letters of credit outstanding totaling $168 million and
$162 million, respectively, which primarily guarantee various insurance activities. See Note 15,
“Guarantees,” for further discussion on outstanding letters of credit.

Interest paid totaled $101 million in 2004, $94 million in 2003 and $94 million in 2002.
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14, FINANCIAL INSTRUMENTS AND RISK MANAGEMENT
Interest Rate Risk

From time to time, we enter into interest rate swap and cap agreements to manage our fixed and
variable interest rate exposure and to better match the repricing of debt instruments to that of our portfolio
of assets. We assess the risk that changes in interest rates will have either on the fair value of debt
obligations or on the amount of future interest payments by monitoring changes in interest rate exposures
and by evaluating hedging opportunities. Ryder regularly monitors interest rate risk attributable to both
Ryder’s outstanding or forecasted debt obligations as well as Ryder’s offsetting hedge positions. This risk
management process involves the use of analytical techniques, including cash flow sensitivity analysis, to
estimate the expected impact of changes in interest rates on Ryder’s future cash flows.

During 2004, Ryder entered into an interest rate swap with a notional value of $27 million. The swap
was accounted for as a cash flow hedge whereby we receive foreign variable interest payments in exchange
for making fixed interest payments. The swap agreement matures in April 2007. The fair value of the swap
is recognized as an adjustment to accumulated other comprehensive loss. We expect that any amounts that
will be reclassified to earnings in the future from accumulated other comprehensive loss will be immaterial.

During 2002, Ryder entered into interest rate swap agreements designated as fair value hedges
whereby we receive fixed interest rate payments in exchange for making variable interest rate payments.
The differential to be paid or received is accrued and recognized as interest expense. At December 31,
2004, these interest rate swap agreements effectively changed $285 million of fixed-rate debt instruments
with a weighted-average fixed interest rate of 6.7% to LIBOR-based floating rate debt at a current
weighted-average interest rate of 4.6%. At December 31, 2003, these interest rate swap agreements
effectively changed $322 million of fixed-rate debt instruments with a weighted-average interest rate of
6.7% to LIBOR-based floating rate debt at a weighted-average interest rate of 3.0%. The fair value of the
interest rate swap agreements was classified in “Direct financing leases and other assets.” Changes in the
fair value of the interest rate swaps are offset by changes in the fair value of the debt instruments and no
net gain or loss is recognized in earnings. During 2004 and 2003, the decrease in the fair value of interest
rate swaps totaled $9 million and $10 million, respectively. These contracts mature from November 2005
to October 2007.

During 2002, Ryder also entered into two interest rate cap agreements covering a total notional
amount of $160 million. These cap agreements mature in October and November of 2005. The interest
rate cap agreements serve as an economic hedge against increases in interest rates and have not been
designated as hedges for accounting purposes. The fair value of the interest rate cap agreements was
classified in “Direct financing leases and other assets.” During 2004, 2003 and 2002, the decrease in the
fair value of interest rate caps totaled approximately $0.1 million, $0.4 million and $2 million, respectively,
and was reflected as interest expense.

During 2001, Ryder also entered into an interest rate swap agreement with a notional value of
$22 million. The swap agreement matured in 2004. The swap was accounted for as a cash flow hedge
whereby we received foreign variable interest payments in exchange for making fixed interest payments.
The fair value of the swap was recognized as an adjustment to accumulated other comprehensive loss. For
the years ended December 31, 2004, 2003 and 2002, the amounts reclassified to earnings from
accumulated other comprehensive loss were immaterial.

We estimate the fair value of derivatives based on dealer quotations. For the years ended
December 31, 2004, 2003 and 2002, there was no measured ineffectiveness in Ryder’s designated hedging
transactions.
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Currency Risk

From time to time, we use forward foreign currency exchange contracts and cross-currency swaps to
manage our exposure to movements in foreign currency exchange rates.

During 2004, Ryder entered into forward foreign currency exchange contracts to mitigate the risk of
foreign currency movements on intercompany transactions denominated in British pounds. At
December 31, 2004, the aggregate notional value of the outstanding contracts was $3 million. These
forward foreign currency exchange contracts are accounted for as cash flow hedges and mature in February
and May 2005, The fair values of the forward foreign currency exchange contracts are recognized as an
adjustment to accumulated other comprehensive loss. We expect that any amounts that will be reclassified
to earnings in the future from accumulated other comprehensive loss will be immaterial.

In November 2002, Ryder entered into a five-year $78 million cross-currency swap to hedge our net
investment in a foreign subsidiary. The hedge is effective in eliminating the risk of foreign currency
movements on the investment and as such, it is accounted for under the net investment hedging rules.
Losses associated with changes in the fair value of the cross-currency swap for the years ended
December 31, 2004, 2003 and 2002 were $7 million, $6 million and $2 million, respectively, and are
reflected in the currency translation adjustment element within “Accumulated other comprehensive loss.”
By rule, interest costs associated with the cross-currency swap are required to be reflected in
“Accumulated other comprehensive loss.” Cumulative interest costs associated with the cross-currency
swap reflected in accumulated other comprehensive loss were $2 million and $0.9 million at December 31,
2004 and 2003, respectively, and will be recognized in earnings upon sale or repatriation of our net
investment in the foreign subsidiary.

Fair Value

The following table represents the carrying amounts and estimated fair values of certain of Ryder’s
financial instruments at December 31, 2004 and 2003. The fair value of a financial instrument is the
amount at which the instrument could be exchanged in a current transaction between willing parties (fair
values were based on dealer quotations that represent the discounted future cash flows through maturity or
expiration using current rates):

December 31
2004 2003

Carrying Carrying
Amount Fair Value Amount Fair Value

(In thousands)

Assets:
Interest rate swaps . ...........cooiiiiiinn... $ 4911 4,911 14,291 14,291
Interest rate caps .. .......c.ovverneinnneenn.. — —_ 140 140
Forward foreign currency exchange contracts. . . . 100 100 — —
Liabilities: ‘
Total debt™ ... ... ... 1,729,819 1,795,091 1,736,763 1,834,820
Cross-Currency SWap .. ...................... 15,946 15,946 8,614 8,614

(1) The carrying amount of total debt excludes capital leases of $53 million and 379 million at December 31, 2004 and 2003,
respectively. ‘

The carrying amounts of all other instruments approximated fair value at December 31, 2004 and
2003.
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15. GUARANTEES

Ryder has executed various agreements with third parties that contain standard indemnifications that
may require Ryder to indemnify a third party against losses arising from a variety of matters such as lease
obligations, financing agreements, environmental matters, and agreements to sell business assets. In each of
these instances, payment by Ryder is contingent on the other party bringing about a claim under the
procedures outlined in the specific agreement. Normally, these procedures allow Ryder to dispute the other
party’s claim, Additionally, Ryder’s obligations under these agreements may be limited in terms of the
amount and/or timing of any claim. We cannot predict the maximum potential amount of future payments
under certain of these agreements due to the contingent nature of the potential obligations and the
distinctive provisions that are involved in each individual agreement. Historically, no such payments made
by Ryder have had a material adverse effect on our business. We believe that if a loss were incurred in
any of these matters, the loss would not result in a material adverse impact on our consolidated results of
operations or financial position.

At December 31, 2004, the maximum determinable exposure of guarantees and the corresponding
liability, if any, currently recorded on-the consolidated balance sheet, were as follows:

Maximum Carrying
Exposure of Amount
Guarantee Guarantee of Liability

(In thousands)

Vehicle residual value guarantees:

Sales and leaseback arrangements — end of term guarantees(') . . . .. $ 5,655 22
Finance lease program ... .........c.ouuuivieiieniiineneinnanns 4,496 1,344
Used vehicle financing .. ........... .. 4,101 1,576
Standby letters of credit ....... ... . ... 12,208 —
Total .. $26,460 2,942

(1] Amounts exclude contingent rentals associated with residual value guarantees on certain vehicles held under operating leases for
which the guarantees are conditioned upon disposal of the leased vehicles prior to the end of their lease term. Ryder’s
maximum exposure for such guarantees was approximately 3222 million, with 86 million recorded as a liability at
December 31, 2004.

Ryder has entered into transactions for the sale and operating leaseback of revenue earning
equipment. In connection with the transactions, Ryder provided the lessors with residual value guarantees
at the end of the lease term. Therefore, if the sales proceeds from the final disposition of any such vehicle
are less than the corresponding residual value guarantee, Ryder is required to pay the difference to the
lessor. Our maximum exposure for such guarantees was approximately $6 million at December 31, 2004,

Ryder provided vehicle residual value guarantees to independent third parties relating to customer
finance lease programs. If the sales proceeds from the final disposition of the assets are less than the
residual value guarantee, Ryder is required to pay the difference to the independent third party. Our
maximum exposure for such guarantees was approximately $4 million, with $1 million recorded as a
liability at December 31, 2004. The major finance lease program was replaced with a new program in
2003, where we no longer provide any form of residual value guarantee.

Ryder maintains agreements with independent third parties for the financing of used vehicle purchases
by customers. The agreements require that Ryder provide financial guarantees on defaulted customer
contracts up to a maximum exposure amount. Qur maximum exposure for such guarantees was
approximately $4 million, with $2 million recorded as a liability at December 31, 2004.

At December 31, 2004, Ryder had letters of credit outstanding, which primarily guarantee various
insurance activities. Certain of these letters of credit guarantee insurance activities associated with
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insurance claim liabilities transferred in conjunction with the sale of certain businesses reported as
discontinued operations in previous years. To date, the insurance claims, representing per claim deductibles
payable under third-party insurance policies, have been paid by the companies that assumed such
liabilities. However, if all or a portion of the assumed claims of approximately $12 million are unable to be
paid, the third-party insurers may have recourse against certain of the outstanding letters of credit provided
by Ryder in order to satisfy the unpaid claim deductibles. In order to reduce our potential exposure to
these claims, we have received letters of credit from the purchaser of the businesses referred to above
totaling $8 million and are contracted to receive additional letters of credit in the amount of $1 million
each quarter through the third quarter of 2005. At such time, and periodically thereafter, an actuarial
valuation will be made to determine the remaining amount of the insurance claim liabilities and the letters
of credit issued in our favor will be adjusted accordingly.

16. SHAREHOLDERS’ EQUITY
Share Repurchase Programs

In 2003, our Board of Directors authorized a two-year share repurchase program intended to mitigate,
in part, the dilutive impact of shares issued under our various employee stock option and employee stock
purchase plans. Under the program, shares of common stock were purchased in a dollar amount not to
exceed the proceeds generated from the issuance of common stock to employees since January 1, 2003 up
to $90 million. During the second quarter of 2004, we completed the share repurchase program. In 2004,
we purchased and retired approximately 2.4 million shares at an aggregate cost of $87 million. In 2003, we
purchased and retired 117,500 shares at an aggregate cost of $3 million.

In July 2004, our Board of Directors authorized a new two-year share repurchase program intended to
mitigate the dilutive impact of shares issued under our various employee stock option and stock purchase
plans. Under this program, shares of common stock are purchased in an amount not to exceed the number
of shares issued to employees since May 1, 2004, which totaled approximately 1.6 million shares at
December 31, 2004. The program limits aggregate share repurchases to no more than 3.5 million shares of
Ryder common stock. At December 31, 2004, we repurchased and retired approximately 1.4 million shares
at an aggregate cost of $62 million. Management was granted the authority to establish a trading plan
under Rule 10b3-1 of the Securities Exchange Act of 1934 as part of the repurchase program.

Preferred Stock

Until December 31, 2003, Ryder had Preferred Stock Purchase Rights (Rights) outstanding, which
were to expire on March 18, 2006. The rights contained provisions to protect shareholders in the event of
an unsolicited attempt to acquire Ryder that was not believed by the Board of Directors to be in the best
interest of shareholders. The Rights, evidenced by common stock certificates, were subject to anti-dilution
provisions and were not exercisable, transferable or exchangeable apart from the common stock until
certain ownership limits or tender offers occurred. The Rights entitled the holder, among other things, to
purchase common stock of Ryder (or surviving corporation) at a discount from market price. The Rights
had no voting rights and were redeemable, at Ryder’s option at a price of $0.01 per Right.

On December 26, 2003, Ryder’s Board of Directors approved and adopted an amendment to its
shareholder rights plan. Under the terms of the amendment, the Rights expired at the close of business.on
December 31, 2003, rather than on March 18, 2006. In addition, the rights agreement terminated upon the
expiration of the Rights.
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17. STOCK-BASED COMPENSATION PLANS
Stock Optien Plans

Ryder sponsors various stock option and incentive plans that provide for the granting of options to
employees and directors for purchase of common stock at prices equal to fair market value at the time of
grant. Options granted under all plans are for terms not exceeding 10 years and are exercisable
cumulatively 20% to 50% each year based on the terms of the grant.

The following table summarizes the status of our stock option plans:

Years ended December 31

2004 2003 2002

Weighted- Weighted- Weighted-

Average Average Average

Exercise Exercise Exercise

Shares Price Shares Price Shares Price
(Shares in thousands)

Beginning of year ................ 6,805 $25.46 8,619 $25.18 8,914 $24.43
Granted ........................ 1,236 37.83 1,150 22.39 1,292 26.91
Exercised . ...................... (3,308) 25.67 (1,700) 22.25 (1,342) 21.92
Forfeited ....................... (238) 27.71 (1,264) 25.07 (245) 24.88
Endofyear..................... 4,495 $28.60 6,805 $25.46 8,619 $25.18
Exercisable at end of year......... 2,155 $25.94 4,576 $26.40 5,576 $26.55
Auvailable for future grant ......... 3,360 N/A 4,481 N/A 4,160 N/A

Information about options in various price ranges at December 31, 2004 follows:

Options Outstanding Options Exercisable
Remaining Weighted- Weighted-
Life (In Average Average
Price Ranges Shares years) Price Shares Price
(Shares in thousands)
$15.00-20.00. . ... 418 5.5 $17.71 418 $17.71
20.00-25.00 ... ... . 1,145 5.2 21.85 377 2141
25.00-35.00 ... . 1,406 3.7 27.67 1,055 27.87
35.00-40.00 . ... .. 1,433 5.4 36.74 305 36.16
40.00-5500 ... . o 93 6.8 49.19 — N/A
Total « .ot 4,495 4.8 $28.60 2,155 $25.94

Stock Purchase Plans

The Employee Stock Purchase Plan provides for periodic offerings to substantially all U.S. and
Canadian employees to subscribe to shares of Ryder’s common stock at 85% of the fair market value on
either the date of offering or the last day of the purchase period, whichever is less. The stock purchase
plan currently in effect provides for quarterly purchase periods. The U.K. Share Investment Plan provides
for periodic offerings to substantially all U.K. employees to subscribe to shares of Ryder’s common stock
at the fair market value on the date of the offering.
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The following table summarizes the status of Ryder’s stock purchase plans:

Years ended December 31

2004 2003 2002

Weighted- Weighted- Weighted-

Average Average Average

Exercise Exercise Exercise

Shares Price Shares Price Shares Price
. (Shares in thousands)

Beginning of year .. ............ ... .. — $ — — $ — 40 $30.28
Granted ............... ... .. ... 418 33.59 547 19.90 436 20.53
Exercised................... ... ... (418) 33.59 (547) 19.90 (436) 20.53
Forfeited .......................... — — — — (40) 30.28
Endofyear........................ — $ — — $ — — § —
Exercisable at end of year............ — N/A — N/A — N/A
Auvailable for future grant ............ 315 N/A 733 N/A 1,280 N/A

Stock-Based Compensation Fair Value Assumptions

The following table sets forth the assumptions used in Ryder’s valuation of stock option grants for pro
forma disclosures of stock-based compensation determined under the fair value method of accounting:

Years ended December 31

2004 2003 2002

Dividend vield ........ . o e 1.2% 1.7% 2.7%
Expected volatility . ........ ... .. 30.7% 29.7% 29.6%
Option plans:

Risk-free interest rate .. ........ovvt it 3.0% 3.3% 4.7%

Weighted-average expected life .............. ... .......... 4 years 6 years 6 years

Weighted-average grant-date fair value per option ............. $9.60 $5.74 $7.52
Purchase plans:

Risk-free interest rate ...........coviiiii i 1.2% 1.2% 2.0%

Weighted-average expected life ............................. 0.25 year 0.25 year 0.25 year

Weighted-average grant-date fair value per option ............. $8.18 $4.75 $5.09

Restricted Stock Plans

Key employee plans also provide for the issuance of restricted stock or stock units at no cost to the
employee. The value of restricted stock, equal to the fair market value at the time of grant, is recorded in
shareholders’ equity as deferred compensation and recognized as compensation expense as the restricted
stock vests over the periods established for each grant generally ratably over three years. Awards under a
non-employee director plan may also be granted in tandem with restricted stock units at no cost to the
grantee. The value of restricted stock units is recognized as compensation expense ratably over the vesting
period of the award.
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The following table summarizes information about restricted stock awards:

Years ended December 31

2004 2003 2002

Weighted- Weighted- Weighted-
Average Average Average

Grant Date Grant Date Grant Date

Shares Fair Value Shares Fair Value Shares Fair Value

(Shares in thousands)

Beginning of year . ............... 292 $21.36 341 $20.85 416 $20.64
Granted ......... ... ... ... 94 40.97 79 23.79 11 27.56
Vested ....... ... . ... . ... (90) 26.87 (46) 22.57 (23) 26.48
Forfeited ....................... (21) 21.72 (82) 20.87 (63) 18.83
End of year ..................... 275 $28.18 292 $21.36 341 $20.85

Annual compensation expense of restricted stock totaled approximately $2 million, $1 million and
$1 million in 2004, 2003 and 2002, respectively.

18. EARNINGS PER SHARE INFORMATION

A reconciliation of the number of shares used in computing basic and diluted EPS follows:

Years ended December 31

2004 2003 2002
(In thousands)
Weighted-average shares outstanding — Basic ..................... 64,280 62,954 61,571
Effect of dilutive options and unvested restricted stock .............. 1,391 917 1,016
Weighted-average shares outstanding — Diluted. ................... 65,671 63,871 62,587
Anti-ditutive options not included above ........... . .. ... ... L. 93 3,231 4,368

19. EMPLOYEE BENEFIT PLANS
Pension Plans

Ryder sponsors several defined benefit pension plans covering most employees not covered by union-
administered plans, including certain employees in foreign countries. These plans generally provide
participants with benefits based on years of service and career-average compensation levels. The funding
policy for these plans is to make contributions based on annual service costs plus amortization of unfunded
past service liability but not greater than the maximum allowable contribution deductible for Federal
income tax purposes. The majority of the plans’ assets are invested in a master trust that, in turn, is
primarily invested in listed stocks and bonds.

Ryder also participates in multiemployer plans that provide defined benefits to certain employees
covered by collective-bargaining agreements. Such plans are usually administered by a board of trustees
comprised of the management of the participating companies and labor representatives. The net pension
cost of these plans is equal to the annual contribution determined in accordance with the provisions of
negotiated labor contracts. Assets contributed to such plans are not segregated or otherwise restricted to
provide benefits only to employees of Ryder.
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Pension expense was as follows:

Years ended December 31
2004 2003 2002
(In thousands)

Company-administered plans:

SETVICE COSt v vttt e e e e e $ 36,473 34,141 29,196
Interest CoSt. .. o i e 71,465 66,687 60,330
Expected return on plan assets . ........... ... i i (82,312) (64,250)  (75,731)
Amortization of transition asset. .......... ... ... . L., (29) (26) (24)
Recognized net actuarial loss.......... ... ... . ... i 31,639 39,943 9,508
Amortization of prior service cost.......... ... .. oL 2,186 2,276 2,276
59,422 78,771 25,555
Union-administered plans. . ........... . i 4,012 3,677 3,384
Net PENSION EXPEISE . . ..o\ v et ettt e et $ 63,434 82,448 28,939
Company-administered plans:
U S, $ 44,484 61,941 13,447
Non-U. S, 14,938 16,830 12,108
59,422 78,771 25,555
Union-administered plans. . ............. i 4,012 3,677 3,384

$ 63,434 82,448 28,939

The following table sets forth the weighted-average actuarial assumptions used for Ryder’s pension
plans in determining annual pension expense:

U.S. Plans Non-U.S. Plans
January 1 January |
2004 2003 2002 2004 2003 2002
Discountrate ............. . ... .. 6.00% 6.50% 7.00% 5.61% 5.68% 5.64%
Rate of increase in compensation levels ... .. 5.00% 5.00% 5.00% 3.50% 3.50% 3.50%
Expected long-term rate of return on plan
BSSBTS L it 8.50% 8.50% 8.75% 7.92% 8.40% 8.40%

Transition amortization in years............ 9 9 6 7 8 9
Gain and loss amortization in years......... 9 9 6 8 8 8

The return on plan assets reflects the weighted-average of the expected long-term rates of return for
the broad categories of investments held in the plans. The expected long-term rate of return is adjusted
when there are fundamental changes in expected returns in the plan assets.
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The following table sets forth the balance sheet impact, as well as the benefit obligations, assets and
funded status associated with Ryder’s pension plans:
December 31

2004 2003
(In thousands)

Change in benefit obligations:

Benefit obligations at January 1, ... ... ... $1,202,952 1,023,582
SeIVICE COSt. .ot 36,473 34,141
Interest COSt ..o 71,465 66,687
Actuanial loSS ... 47,484 99,793
Benefits paid . .. ... ... (44,597) (41,956)
Foreign currency exchange rate changes ........ ... . ... . ... ... ... 16,579 20,705

Benefit obligations at December 31, ....... .. ... ... i 1,330,356 1,202,952

Change in plan assets:

Fair value of plan assets at January 1, ........ ... ... .. .. . .. .. 964,890 756,464
Actual return on plan assets .. ... ..o 101,076 164,551
Employer contribution. .. ....... .. . 69,687 67,768
Plan participants’ contributions .............o it 2,422 2,685
Benefits paid . .. ... (44,597) (41,956)
Foreign currency exchange rate changes . ................ ... . ... ... 12,908 15,378

Fair value of plan assets at December 31, ... ... ... ... .. ... L. 1,106,386 964,890

Funded status . ... e (223,970) (238,062)

Unrecognized transition @sset .. .. ... ..ttt (221) (234)

Unrecognized prior SETVICE COST . ...\ v ittt 8,804 10,950

Unrecognized net actuarial loss ......... ... i 370,766 369,226

Net amount recogmized .. ... $ 155,379 141,880

Amounts recognized in the balance sheet consist of:

December 31

2004 2003
(In thousands)
Accrued benefit liability ... .. .. $ (153,288) (159,442)
Intangible asSetS . ... .ot 8,804 10,950
Accumulated other comprehensive loss (pre-tax) .................. ... ..... 299,863 290,372
Net amount recognized . . ... oottt e $ 155,379 141,880
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Information related to Ryder’s pension plans with accumulated benefit obligations in excess of the fair
value of plan assets is as follows:

U.S. Plans Non-U.S. Plans Total
December 31 December 31 December 31
2004 2003 2004 2003 2004 2003
(In thousands)
Projected benefit obligation. . ... $1,082,327 1,004,520 248,029 198,432 1,330,356 1,202,952
Fair value of plan assets ....... 912,492 812,654 193,894 152,236 1,106,386 964,890
Funded status .. .............. $ (169,835) (191,866) (54,135) (46,196) (223,970) (238,062)

Accumulated benefit obligation $1,021,098 932,759 238,576 191,573 1,259,674 1,124,332

Our annual measurement dates are December 31* for both U.S. and non-U.S. pension plans. The
following table sets forth the weighted-average actuarial assumptions used for Ryder’s pension plans in
determining funded status:

U.S. Plans Non-U.S. Plans
December 31 December 31
2004 2003 2004 2003
Discountrate ........ .. ... 5.90% 6.00% 5.58% 5.61%
Rate of increase in compensation levels ................ 4.00% 5.00% 3.50% 3.50%
The percentage of fair value of total assets by asset category and target allocations is as follows:
U.S. Plans Non- US. Plans
Actual December 31 Target Actual December 31 Target
2004 2003 2004 2003 2004 2003 2004 2003
Asset category:
Equity securities......... 75% 75% 70% 70% 76% 76% T7% 77%
Debt securities .......... 22% 23% 26% 26% 23% 22% 23% 23%
Other.................. 3% 2% 4% 4% 1% 2% 0% 0%

100% 100% 100% 100% 100% 100% 100% 100%

Ryder’s investment strategy for the pension plans is to maximize the long-term rate of return on plan
assets within an acceptable level of risk in order to minimize the cost of providing pension benefits. The
plans utilize several investment strategies, including actively managed equity and fixed income strategies
and index funds. The investment policy establishes a target allocation for each asset class. Deviations
between actual pension plan asset allocations and targeted asset allocations may occur as a result of
investment performance during a month. Rebalancing of our pension plan asset portfolios occurs each
month based on the prior month’s ending balances.
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The following table details pension benefits expected to be paid in each of the next five fiscal years
and in aggregate for the five fiscal years thereafter:

Benefits
(In thousands)
2005 e e $ 48,099
2000 L 50,446
200 e e 52,909
2008 L e e 56,483
2000 L 60,768
2000-2004 . o e 380,084

For 2005, pension contributions to Ryder’s U.S. pension plans and non-U.S. pension plans are
estimated to be $26 million and $13 million, respectively.

Savings Plans

Ryder also has defined contribution savings plans that are available to substantially all U.S.
employees. Costs recognized for these plans equal to Ryder’s total contributions, which are based on
employee contributions and the level of Ryder performance, totaled $19 million in 2004, $15 million in
2003 and $15 million in 2002.

Supplemental Pension, Deferred Compensation and Long-Term Compensation Plans

Ryder has a non-qualified supplemental pension plan covering certain U.S. employees, which provides
for incremental pension payments from Ryder’s funds so that total pension payments equal amounts that
would have been payable from Ryder’s principal pension plans if it were not for limitations imposed by
income tax regulations. The accrued pension expense liability related to this plan was $26 million and
$22 million at December 31, 2004 and 2003, respectively.

Ryder also has deferred compensation plans that permit eligible U.S. employees, officers and directors
to defer a portion of their compensation. The deferred compensation liability, including Ryder matching
amounts and accumulated earnings, totaled $24 million and $23 million at December 31, 2004 and 2003,
respectively.

Ryder also has a long-term compensation plan under which the Compensation Committee of the
Board of Directors is authorized to reward key executives with additional compensation contingent upon
attainment of critical business objectives. Performance is measured each year of the plan individually
against an annual performance goal. Achievement of the performance target or failure to achieve the
performance target in one year does not affect the target, performance goals or compensation for any other
plan year. The amounts earned under the plan vest upon the six and eighteen month anniversaries of the
end of the plan’s three-year cycle, Compensation expense under the plan is recognized in earnings over the
vesting period. Total compensation expense recognized under the plan was $2 million, $0.6 million and
$0.1 million in 2004, 2003 and 2002, respectively. The accrued compensation liability related to this plan
was $3 million and $1 million at December 31, 2004 and 2003, respectively.

Ryder has established grantor trusts (Rabbi Trusts) to provide funding for benefits payable under the
supplemental pension plan, deferred compensation plans and long-term compensation plan. The assets held
in the trusts at December 31, 2004 and 2003 amounted to $25 million and $21 million, respectively. The
Rabbi Trusts’ assets consist of short-term cash investments and a managed portfolio of equity securities,
including Ryder’s common stock. These assets, except for the investment in Ryder’s common stock, are
included in “Direct financing leases and other assets” in the accompanying balance sheets because they are
available to the general creditors of Ryder in the event of Ryder’s insolvency. The equity securities are
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classified as trading assets and stated at fair value. Both realized and unrealized gains and losses are
included in “Miscellaneous income, net.” The Rabbi Trusts’ investment of $3 million in Ryder’s common
stock, at both December 31, 2004 and 2003, is reflected at historical cost and included in shareholders’
equity in the accompanying balance sheet.

Postretirement Benefits Other than Pensions

Ryder sponsors plans that provide retired employees with certain healthcare and life insurance
benefits. Substantially all employees not covered by union-administered health and welfare plans are
cligible for the healthcare benefits. Healthcare benefits for Ryder’s principal plans are generally provided to
qualified retirees under age 65 and eligible dependents. Generally these plans require employee
contributions that vary based on years of service and include provisions that limit Ryder contributions.

Total periodic postretirement benefit expense was as follows:

Years ended December 31

2004 2003 2002
(In thousands)

SEIVICE COSt .« oot ettt ettt $ 964 957 911
InterEst COSt . . ot e 2,295 2,546 2,564
Recognized net actuarial loss (gain)} ............ ... ... .. ... 441 564 (68)
Amortization of prior service credit ....... .. .. i i (L157)  (L,157) (1,157)

Postretirement benefit expense . ............cc i i i $ 2,543 2,910 2,250
Company-administered plans:

U S $ 2,214 2,708 2,085

Non-U. S, e 329 202 165

$ 2,543 2,910 2,250

Assumptions used in determining periodic postretirement benefit expenses was as follows:

U.S. Plans Non-U.S. Plans
January 1 January |
2004 2003 2002 2004 2003 2002
Discountrate ........................... 6.00% 6.50% 7.00% 6.25% 6.75% 6.75%
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Ryder’s postretirement benefit plans are not funded. The following table sets forth the balance sheet
impact, as well as the benefit obligations and rate assumptions associated with Ryder’s postretirement
benefit plans:

December 31

2004 2003
(In thousands)

Benefit obligations at January 1, ... . $42,468 39,883

S IVICE COS. L vttt it e e 964 957

50 =3 - 2,295 2,546

Actuarial (gain) 108s .. ... e (2,259) 3,107
Benefits paid . ... ..o i (4,072) (3,697)
Curtaillment . . . o e — (571)
Decrease due to Medicare Subsidy ........... .o i (425) —

Foreign currency exchange rate changes . .......... ..., 171 243
Benefit obligations at December 31, ... ... i 39,142 42,468
Unrecognized prior service credit. . ... o i e 4,081 5,238
Unrecognized net actuarial 10ss .. ... .. i . (8,458) (11,591)
Accrued postretirement benefit obligation................ ... ... ... ... $34,765 36,115

Our annual measurement dates are December 31 for both U.S. and Non-U.S. postretirement benefit
plans. Assumptions used in determining accrued postretirement benefit obligations are as follows:

U.S. Plan Non-U.S. Plan
December 31 December 31
2004 2003 2004 2003
DISCOUNt Tate .. .ottt e 5.90% 6.00% 6.00% 6.25%
Rate of increase in compensation levels ................... 4.00% 5.00% 3.50% 3.50%
Health care cost trend rate assumed for next year........... 10.00% 11.00% 10.00% 9.00%
Rate to which the cost trend rate is assumed to decline

(ultimate trend 1ate) .. ... ..o 6.00% 6.00% 5.00% 5.00%
Year that the rate reaches the ultimate trend rate........... 2010 2010 2014 2011

Changing the assumed healthcare cost trend rates by 1% in each year would not have a material
effect on the accumulated postretirement benefit obligation at December 31, 2004 or postretirement benefit
expense for 2004.

The following table details other postretirement benefits expected to be paid in each of the next five
fiscal years and in aggregate for the five fiscal years thereafter:

Benefits
(In thousands)

20008 e e $ 3,979
2006 . e 3,790
2007 e e e 3,536
200 L e 3,357
2000 L e e 3,206
2000200 . e e 15,908
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20. ENVIRONMENTAL MATTERS

Our operations involve storing and dispensing petroleum products, primarily diesel fuel. In 1988, the
U.S. Environmental Protection Agency (EPA) issued regulations that established requirements for testing
and replacing underground storage tanks. During 1998, we completed our tank replacement program to
comply with the regulations. In addition, Ryder has received notices from the EPA and others that it has
been identified as a potentially responsible party under the Comprehensive Environmental Response,
Compensation and Liability Act, the Superfund Amendments and Reauthorization Act and similar state
statutes and may be required to share in the cost of cleanup of 30 identified disposal sites.

Ryder’s environmental expenses, which included remediation costs as well as normal recurring
expenses such as licensing, testing and waste disposal fees were $10 million, $12 million and $10 million in
2004, 2003 and 2002, respectively. The carrying amount of Ryder’s environmental liabilities was
$17 million at December 31, 2004 and $15 million at December 31, 2003.

The ultimate cost of Ryder’s environmental liabilities cannot presently be projected with certainty due
to the presence of several unknown factors, primarily the level of contamination, the effectiveness of
selected remediation methods, the stage of investigation at individual sites, the determination of Ryder’s
liability in proportion to other responsible parties and the recoverability of such costs from third parties.
Based on information presently available, management believes that the ultimate disposition of these
matters, although potentially material to the results of operations in any one year, will not have a material
adverse effect on Ryder’s financial condition or liquidity.

21. OTHER MATTERS

Ryder is a party to various claims, legal actions and complaints arising in the ordinary course of
business. While any proceeding or litigation has an element of uncertainty, management believes that the
disposition of these matters will not have a material impact on the consolidated financial position, liquidity
or results of operations of Ryder.

22. SEGMENT REPORTING

Ryder’s operating segments are aggregated into reportable business segments based primarily upon
similar economic characteristics, products, services and delivery methods. Ryder operates in three
reportable business segments: (1) FMS, which provides full service leasing, commercial rental and
programmed maintenance of trucks, tractors and trailers to customers, principally in the U.S., Canada and
the U.K.; (2) SCS, which provides comprehensive supply chain consulting and lead logistics management
solutions that support customers’ entire supply chains, from inbound raw materials through distribution of
finished goods throughout North America, in Latin America, Europe and Asia; and (3) DCC, which
provides vehicles and drivers as part of a dedicated transportation solution in North America.

Ryder’s primary measurement of segment financial performance, defined as “Net Before Taxes”
(NBT), includes an allocation of Central Support Services (CSS) and excludes restructuring and other
charges, net. CSS represents those costs incurred to support all business segments, including sales and
marketing, human resources, finance, corporate services, shared management information systems,
customer solutions, health and safety, legal and communications. The objective of the NBT measurement
is to provide clarity on the profitability of each business segment and, ultimately, to hold leadership of
each business segment and each operating segment within each business segment accountable for their
allocated share of CSS costs. Certain costs are considered to be overhead not attributable to any segment
and as such, remain unallocated in CSS. Included among the unallocated overhead remaining within CSS
are the costs for investor relations, corporate communications, public affairs and certain executive
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compensation. CSS costs attributable to the business segments are generally allocated to FMS, SCS and

DCC as follows:

o Sales and marketing, finance, corporate services and health and safery — allocated based upon

estimated and planned resource utilization;

o Human resources — individual costs within this category are allocated in several ways, including
allocation based on estimated utilization and number of personnel supported;

o Information technology — allocated principally based upon utilization-related metrics such as
number of users or minutes of CPU time. Customer-related project costs and expenses are

allocated to the business segment responsible for the project; and

o Other — represents purchasing, legal, and other centralized costs and expenses including certain
incentive compensation costs. Expenses, where allocated, are based primarily on the number of

personnel supported.

In 2004, we changed our methodology of allocating sales support costs between FMS and DCC
segments and insurance related costs between FMS, SCS and DCC segments. Accordingly, 2003 and 2002
segment NBT measures have been adjusted to provide the retroactive effect of these changes. Segment
results are not necessarily indicative of the results of operations that would have occurred had each
segment been an independent, stand-alone entity during the periods presented. Each business segment
follows the same accounting policies as described in Note 1, “Summary of Significant Accounting

Policies.”

Business segment revenue and NBT are presented below:

Years ended December 31

2004 2003 2002
(In thousands)
Revenue from external customers:
Fleet Management Solutions ............................. $3,290,175 2,925,135 2,870,005
Supply Chain Solutions . . .......... ... .. 1,354,003 1,362,428 1,388,299
Dedicated Contract Carriage ..............coovivnein... 506,100 514,731 517,961
5,150,278 4,802,294 4,776,265
Intersegment revenue:
Fleet Management Solutions ............................. 312,664 306,540 313,017
Elminations . ...t e e (312,664) (306,540) (313,017)
Total revenue .. ... i $5,150,278 4,802,294 4,776,265
NBT:
Fleet Management Solutions ............................. $ 312,706 194,940 214,692
Supply Chain Solutions . ... i 37,079 40,064 (7,485)
Dedicated Contract Carriage ............covvirinnennn. .. 29,450 35,259 32,113
EHminations . ... ...ttt (32,728) (33,586) (34,636)
346,507 236,677 204,684
Unallocated Central Support Services . ..................... (33,061) (24,432) (24,585)
Restructuring and other recoveries (charges), net............ 17,676 230 (4,216)
Earnings before income taxes and cumulative effect of changes in
accounting principles .. ...... ... . i $ 331,122 212,475 175,883




RYDER SYSTEM, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Continued)

Our FMS segment leases revenue earning equipment and provides fuel, maintenance and other
ancillary services to the SCS and DCC segments. Inter-segment revenue and NBT are accounted for at
approximate fair value as if the transactions were made with independent third parties. NBT related to
inter-segment equipment and services billed to customers (equipment contribution) is included in both
FMS and the business segment which served the customer, then eliminated (presented as “Eliminations™).
The following table sets forth equipment contribution included in NBT for our SCS and DCC segments:

Years ended December 31
2004 2003 2002
(In thousands)

Equipment contribution:

Supply Chain Solutions ......... ... . o i i $ 14,971 15,319 15,434
Dedicated Contract Carriage . ... ...t 17,757 18,267 19,182
Total .. $ 32,728 33,586 34,636

The following table sets forth depreciation expense for each of Ryder’s reportable business segments:

Years ended December 31
2004 2003 2002
(In thousands)

Depreciation expense':

Fleet Management Solutions . ............ ... ... .. i $680,676 594,950 517,302
Supply Chain Solutions ..........ccoi .., 23,591 27,102 32,623
Dedicated Contract Carriage . .. ....coviii i e 1,465 1,970 2,067
Central Support Services ... ...t 296 558 499

Total .o $706,028 624,580 552,491

({1} Depreciation expense associated with CSS assets are allocated 1o business segments based upon estimated and planned asset
utilization. Depreciation expense totaling $13 million, 8316 million and $19 million during 2004, 2003 and 2002, respectively,
associated with CSS assets was allocated to other business segments.

Gains on sales of revenue earning equipment, net of selling and equipment preparation costs reflected
in FMS, totaled $335 million, $16 million and $14 million in 2004, 2003 and 2002, respectively.

The following table sets forth amortization expense and other non-cash (gains) charges, net for each
of Ryder’s reportable business segments:
Years ended December 31
2004 2003 2002
(In thousands)

Amortization expense and other non-cash (gains) charges, net:

Fleet Management Solutions ... ........ ... ... . ..., $ 4,320 93 7,093
Supply Chain Solutions ........... . i 802 373 494
Dedicated Contract Carriage .. ..o vvet ittt iia i 39 (34) 142
Central Support Services'V L. (22,423) 2,831 984

Total . . $(17,262) 3,263 8,713

(1) 2004 includes gains from properties sold in connection with the relocation of our headquarters complex.
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RYDER SYSTEM, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Continued)

Interest expense is primarily allocated to the FMS segment since such borrowings are used principally
to fund the purchase of revenue earning equipment used in FMS; however, with the availability of segment
balance sheet information (including targeted segment leverage ratios), interest expense (income) is also
reflected in SCS and DCC. Interest expense (income) for the business segments is presented below:

Years ended December 31

2004 2003 2002
(In thousands)

Interest expense:

Fleet Management Solutions ............... ... ... ......... $ 98,608 94,600 88,185
Supply Chain Solutions . .. ........... .. ... ... 3,824 3,696 6,416
Dedicated Contract Carriage ....................covon... (2,395) (2,579) (3,087)
Central Support Services. . .......... . i 77 452 204

Total ... . $ 100,114 96,169 91,718

The following table sets forth total assets as provided to the chief operating decision-maker for each
of Ryder’s reportable business segments:
December 31

2004 2003
(In thousands)

Assets:
Fleet Management Solutions . .......... ... oo, $5,129,375 4,777,691
Supply Chain Solutions. .. ... ... 394,195 366,307
Dedicated Contract Carriage . ... 104,629 110,311
Central Support Services. . ...t 143,242 155,697
ElHminations . ... ... ... e (133,508)  (122,342)
Total ... $5,637,933 5,287,664

The following table sets forth total cash paid for capital expenditures for each of Ryder’s reportable
business segments:
Years ended December 31

2004 2003 2002
(In thousands)

Capital expenditures:

Fleet Management Solutions'" .. ... .................... ... $1,061,846 712,866 557,983
Supply Chain Solutions ..., 15,458 14,666 17,625
Dedicated Contract Carriage ...........coiviniiiiainnn.., 533 732 344
Central Support Services. . . ... 13,745 5,313 6,265

Total ..o $1,091,582 733,577 582,217

(1) Excludes acquisitions of §149 million and $97 million in 2004 and 2003, respectively, primarily comprised of long-lived assets.
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RYDER SYSTEM, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Continued)

Geographic Information

Years ended December 31
2004 2003 2002
(In thousands)

Revenue:
United States . ... e $4,226,179 3,933,283 3,993,368
Foreign:
Canada ........ P e 411,843 362,414 302,026
EUrOpe . 360,204 364,228 375,672
Latin AMEIICA ..o\ i ettt it ettt e i 120,590 102,752 92,185
ASIA .o e 31,462 39,617 13,014
924,099 869,011 ~ 782,897
Total ... $5,150,278 4,802,294 4,776,265
Long-lived assets:
United STAtes . ..o i ittt e e $3,050,259 2,899,096 2,439,436
Foreign:
Canada ... 320,938 269,371 227,472
Burope. ... .o 400,582 344,449 323,003
Latin AmMerica . ... 17,253 17,389 15,337
ASIa o 22,277 22,633 23,243
761,050 653,842 589,055
Total ..o $3.811,309 3,552,938 3,028,491

We believe that our diversified portfolio of customers across a full array of transportation and logistics
solutions and across many industries will help to mitigate the impact of adverse downturns in specific
sectors of the economy in the near to medium-term. Our portfolio of full service lease and commercial
rental customers is not concentrated in any one particular industry or geographic region; however, the
largest concentration is in non-cyclical industries such as food, groceries and beverages. While Ryder
derives a significant portion of its SCS revenue (approximately 60% in 2004) from the automotive
industry, the business is derived from numerous manufacturers and suppliers of original equipment parts.
None of our customers constitute more than 10% of total revenue.
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RYDER SYSTEM, INC. AND SUBSIDIARIES
NQTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Continued)

23. QUARTERLY INFORMATION (UNAUDITED)

Earnings per Common

Earnings Before Share Before

CE%?(}? 2},6 Cumulative Effect of

Changes in Changes in Net Earnings per

Accounting Accounting Principles Common Share

Revenue Principles Net Earnings Basic Diluted Basic Diluted
(In thousands, except per share data)

2004
First quarter . ............... $1,212,258 35,041 35,041 0.54 0.53 0.54 0.53
Second quarter ... ........... 1,268,915 63,645 63,645 0.99 0.97 0.99 0.97
Third quarter ............... 1,305,914 54,282 54,282 0.85 0.83 0.85 0.83
Fourth quarter .............. 1,363,191 62,641 62,641 0.98 0.96 0.98 0.96
Full year ................... $5,150,278 215,609 215,609 3.35 3.28 3.35 3.28
2003 »
First quarter ................ $1,194,375 20,940 19,771 0.34 0.33 0.32 0.31
Second quarter .............. 1,197,400 34,682 34,682 Q.55 0.55 0.55 0.55
Third quarter. . .............. 1,193,603 40,507 37,553 0.64 0.63 0.59 0.58
Fourth quarter. .............. 1,216,916 39,430 39,430 0.62 0.61 0.62 0.61
Fullyear ................... $4,802,294 135,559 131,436 2.15 2.12 2.09 2.06

Quarterly and year-to-date computations of per share amounts are made independently; therefore, the
sum of per share amounts for the quarters may not equal per share amounts for the year.

Earnings in 2004 were impacted, in part, by after-tax gains from properties sold in connection with
the relocation of our headquarters of $0.6 million in the first quarter, $14 million in the second quarter and
$0.7 million in the third quarter. Earnings in 2004 were also impacted, in part, by a net income tax benefit
of $9 million recognized in the fourth quarter associated with developments in various tax matters.
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RYDER SYSTEM, INC. AND SUBSIDIARIES
SCHEDULE II — VALUATION AND QUALIFYING ACCOUNTS

Column A Column B Column C Column D Column E
Additions
Balance at Transferred Balance
Beginning  Charged to  (from) to Other at End of
Description of Period Earnings Accounts” Deductions? Period
(In thousands)
2004
Accounts receivable allowance ........... $ 9361 9,545 — 6,983 11,923
Reserve for residual value guarantees . .. .. $ 10,534 1,250 —_ 5,578 6,206
Self-insurance accruals ................. $258,299 151,675 —_ 144,268 265,706
Valuation allowance on deferred tax assets $ 10,331 1,024 (204) — 11,559
2003
Accounts receivable allowance ........... $ 8,003 8,461 — 7,103 9,361
Reserve for residual value guarantees. .. ... $ 27,770 1,665 — 18,901 10,534
Self-insurance accruals. ................. $241,350 147,045 — 130,096 258,299
Valuation allowance on deferred tax assets $ 14,392 (305) 3,756 — 10,331
2002
Accounts receivable allowance ........... $ 8,864 8,457 — 9,318 8,003
Allowance for recourse provision ......... $ 1,422 (1,422) — — —
Reserve for residual value guarantees. .. ... $ 44,095 19,052 — 35,377 27,770
Self-insurance accruals. ................. $218,786 143,858 14,198 107,096 241,350
Valuation allowance on deferred tax assets $ 16,092  (1,700) — — 14,392

(1) Transferred (from) to other accounts includes reclassification of reinsurance amounis to other assets and adjustments {from) to
the deferred tax valuation allowance for the effect of foreign currency translation, which is recorded in equity through
accumulated other comprehensive loss.

{2) Deductions represent receivables written-off, lease termination payments and insurance claim payments during the period.




ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON
ACCOUNTING AND FINANCIAL DISCLOSURE

Not applicable.

ITEM 9A. CONTROLS AND PROCEDURES

Evaluation of Disclosure Controls and Procedures

Within the 90 days prior to the filing date of this Annual Report, Ryder carried out an evaluation, -
under the supervision and with the participation of Ryder’s management, including Ryder’s Chief
Executive Officer and Chief Financial Officer, of the effectiveness of the design and operation of Ryder’s
disclosure controls and procedures (as defined in Rules 13a-15(¢) and 15d-15(e) under the Securities
Exchange Act of 1934). Based upon that evaluation, the Chief Executive Officer and Chief Financial
Officer concluded that, at December 31, 2004, Ryder’s disclosure controls and procedures were effective in
ensuring that information required to be disclosed in the reports Ryder files and submits under the
Exchange Act are recorded, processed, summarized and reported as and when required.

Management’s Report on Internal Control Over Financial Reporting

Management’s Report on Internal Control Over Financial Reporting and the Report of Independent
Registered Public Accounting Firm are set out in Item 8 of Part 11 of this Form 10-K Annual Report.

Changes in Internal Controls

During the quarter ended December 31, 2004, there were no significant changes in Ryder’s internal
control over financial reporting or in other factors that could significantly affect such internal control,
including any corrective actions with regard to significant deficiencies and material weaknesses.

ITEM 9B. OTHER INFORMATION

None.

PART III
ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT

The information required by Item 10 regarding executive officers is set out in Item 1 of Part I of this
Form 10-K Annual Report.

Other information required by Item 10 is incorporated herein by reference to Ryder’s definitive proxy
statement, which will be filed with the Commission within 120 days after the close of the fiscal year.

Ryder has adopted a code of ethics applicable to its Chief Executive Officer, Chief Financial Officer,
Controller and Senior Financial Management. The Code of Ethics forms part of Ryder’s Principles of
Business Conduct which are posted on the Corporate Governance page of Ryder's website at
www.ryder.com.

ITEM 11. EXECUTIVE COMPENSATION

Information required by Item 11 is incorporated herein by reference to Ryder’s definitive proxy
statement, which will be filed with the Commission within 120 days after the close of the fiscal year.
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ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT
AND RELATED STOCKHOLDER MATTERS

The information required by Item 12 is incorporated herein by reference to Ryder’s definitive proxy
statement, which will be filed with the Commission within 120 days after the close of the fiscal year.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS
Information required by Item 13 is incorporated herein by reference to Ryder’s definitive proxy
statement, which will be filed with the Commission within 120 days after the close of the fiscal year.
ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES
Information required by Item 14 is incorporated herein by reference to Ryder’s definitive proxy
statement, which will be filed with the Commission within 120 days after the close of the fiscal year.
PART IV

ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES

(a) Items A through G and Schedule II are presented on the following pages of this Form 10-K
Annual Report:

Page No.
1. Financial Statements for Ryder System, Inc. and Consolidated Subsidiaries:
A) Management’s Report on Internal Control Over Financial Reporting ......... 44
B) Reports of Independent Registered Public Accounting Firm ................ 45
C) Consolidated Statements of Earnings .......... ... .. ... ... ... 48
D) Consolidated Balance Sheets ........ .o, 49
E) Consolidated Statements of Cash Flows ................................. 50
F) Consolidated Statements of Shareholders’ Equity ......................... 51
G) Notes to Consolidated Financial Statements .......... ... ... ... .. ..... 52
2. Consolidated Financial Statement Schedule for years ended December 31, 2004, 2003
and 2002:
IT — Valuation and Qualifying Accounts. ... ...ttt eannn. 94

All other schedules are omitted because they are not applicable or the required information is shown
in the consolidated financial statements or notes thereto.

Supplementary Financial Information consisting of selected quarterly financial data is included in
Item 8 of this report.

3. Exhibits:

The following exhibits are filed with this report or, where indicated, incorporated by reference
(Forms 10-K, 10-Q and 8-K referenced herein have been filed under the Commission’s file No. 1-4364).
Ryder will provide a copy of the exhibits filed with this report at a nominal charge to those parties
requesting them.
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Exhibit
Number

EXHIBIT INDEX

Description

3.1(a)

3.1(b)

32

4.1

4.2(a)

4.2(b)

43

4.4

10.1

10.2

10.3(f)

10.4(a)

10.4(b)

The Ryder System, Inc. Restated Articles of Incorporation, dated November 8, 1985, as
amended through May 18, 1990, previously filed with the Commission as an exhibit to Ryder’s
Annual Report on Form 10-K for the year ended December 31, 1990, are incorporated by
reference into this report.

Articles of Amendment to Ryder System, Inc. Restated Articles of Incorporation, dated
November 8, 19835, as amended, previously filed with the Commission on April 3, 1996, an
exhibit to Ryder’s Form 8-A are incorporated by reference into this report.

The Ryder System, Inc. By-Laws, as amended through February 16, 2001, previously filed with
the Commission as an exhibit to Ryder’s Annual Report on Form 10-K for the year ended
December 31, 2000, are incorporated by reference into this report.

Ryder hereby agrees, pursuant to paragraph (b)(4) (iii) of Item 601 of Regulation S-K, to
furnish the Commission with a copy of any instrument defining the rights of holders of long-
term debt of Ryder, where such instrument has not been filed as an exhibit hereto and the total
amount of securities authorized thereunder does not exceed 10% of the total assets of Ryder and
its subsidiaries on a consolidated basis.

The Form of Indenture between Ryder System, Inc. and The Chase Manhattan Bank (National
Association) dated as of June 1, 1984, filed with the Commission on November 19, 1985 as an
exhibit to Ryder’s Registration Statement on Form S-3 (No. 33-1632), is incorporated by
reference into this report.

The First Supplemental Indenture between Ryder System, Inc. and The Chase Manhattan Bank
(National Association) dated October 1, 1987, previously filed with the Commission as an
exhibit to Ryder’s Annual Report on Form 10-K for the year ended December 31, 1994, is
incorporated by reference into this report.

The Form of Indenture between Ryder System, Inc. and The Chase Manhattan Bank (National
Association) dated as of May 1, 1987, and supplemented as of November 15, 1990 and June 24,
1992, filed with the Commission on July 30, 1992 as an exhibit to Ryder’s Registration
Statement on Form S-3 (No. 33-50232), is incorporated by reference into this report.

The Form of Indenture between Ryder System, Inc. and J.P. Morgan Trust Company, National
Association dated as of October 3, 2003 filed with the Commission on August 29, 2003 as an
exhibit to Ryder’s Registration Statement on Form S-3 (No. 333-108391), is incorporated by
reference into this report.

The form of change of control severance agreement for executive officers effective as of
January 1, 2000, previously filed with the Commission as an exhibit to Ryder’s Annual Report
on Form 10-K for the year ended December 31, 2003, is incorporated by reference to this report.

The form of severance agreement for executive officers effective as of January 1, 2000,
previously filed with the Commission as an exhibit to Ryder’s Annual Report on Form 10-K for
the year ended December 31, 2003, is incorporated by reference to this report.

The Ryder System, Inc. 2005 Management Incentive Compensation Plan, previously filed with
the Commission as an exhibit to Ryder’s Current Report on Form 8-K filed with the
Commission on February 16, 2005, is incorporated by reference into this report.

The Ryder System, Inc. 1980 Stock Incentive Plan, as amended and restated as of August 15,
1996, previously filed with the Commission as an exhibit to Ryder’s Annual Report on
Form 10-K for the year ended December 31, 1997, is incorporated by reference into this report.

The form of Ryder System, Inc. 1980 Stock Incentive Plan, United Kingdom Section, dated
May 4, 1995, previously filed with the Commission as an exhibit to Ryder’s Annual Report on
Form 10-K for the year ended December 31, 1995, is incorporated by reference into this report.
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Exhibit
Number

Description

10.4(c)

10.4(g)

10.5(b)

10.5(c)
10.6(a)

10.6(b)

10.9(a)

10.10

10.12

10.13

10.14

21.1

23.1

24.1

The form of Ryder System, Inc. 1980 Stock Incentive Plan, United Kingdom Section, dated
October 3, 1995, previously filed with the Commission as an exhibit to Ryder’s Annual Report
on Form 10-K for the year ended December 31, 1995, is incorporated by reference into this
report.

The Ryder System, Inc. 1995 Stock Incentive Plan, as amended and restated as of July 25,
2002, previously filed with the Commission as an exhibit to Ryder’s Annual Report on
Form 10-K for the year ended December 31, 2003, is incorporated by reference to this report.

The.Ryder System, Inc. Directors Stock Award Plan, as amended and restated at February 10,
2005.

The Ryder System, Inc. Directors Stock Plan, as amended and restated at May 7, 2004.

The Ryder System Benefit Restoration Plan, effective January 1, 1985, previously filed with the
Commission as an exhibit to Ryder’s Annual Report on Form 10-K for the year ended
December 31, 1992, is incorporated by reference into this report.

The First Amendment to the Ryder System Benefit Restoration Plan, effective at December 16,
1988, previously filed with the Commission as an exhibit to Ryder’s Annual Report on
Form 10-K for the year ended December 31, 1994, is incorporated by reference into this report.

The Ryder System, Inc. Stock for Merit Increase Replacement Plan, as amended and restated
as of August 15, 1996, previously filed with the Commission as an exhibit to Ryder’s Annual
Report on Form 10-K for the year ended December 31, 1997, is incorporated by reference into
this report.

The Ryder System, Inc. Deferred Compensation Plan, as amended and restated at January 1,
2005.

The Asset and Stock Purchase Agreement by and between Ryder System, Inc. and First Group
Plc. dated as of July 21, 1999, filed with the Commission on September 24, 1999 as an exhibit
to Ryder’s report on Form 8-K, is incorporated by reference into this report.

The Ryder System, Inc. Long-Term Incentive Plan, effective as of January 1, 2002, previously
filed with the Commission as an exhibit to Ryder’s Annual Report on Form 10-K for the year
ended December 31, 2003, is incorporated by reference to this report.

Global Revolving Credit Agreement dated as of May 11, 2004 among Ryder System, Inc.,
certain wholly-owned subsidiaries of Ryder System, Inc., Fleet National Bank, individually and
as administrative agent, and certain lenders, previously filed with the Commission as an exhibit
to Ryder’s Quarterly Report on Form 10-Q for the period ended June 30, 2004, is incorporated
by reference to this report.

List of subsidiaries of the registrant, with the state or other jurisdiction of incorporation or
organization of each, and the name under which each subsidiary does business.

Auditors’ consent to incorporation by reference in certain Registration Statements on Forms S-3
and S-8 of their reports on consolidated financial statements and schedules of Ryder System,
Inc. and its subsidiaries.

Manually executed powers of attorney for each of:

John M. Berra Joseph L. Dionne
David I. Fuente Lynn M. Martin
Daniel H. Mudd Eugene A. Renna
Abbie J. Smith Hansel E. Tookes I

Christine A. Varney




Exhibit

Number Description

31.1 Certification of Gregory T. Swienton pursuant to Rule 13a-15(e) or Rule 15d-15(e).
31.2 Certification of Tracy A. Leinbach pursuant to Rule 13a-15(¢) or Rule 15d-15(e).
32 Certification of Gregory T. Swienton and Tracy A. Leinbach pursuant to Rule 13a-14(b) or
Rule 15d-14(b) and 18 U.S.C. Section 1350.
(b) Executive Compensation Plans and Arrangements:

Please refer to the description of Exhibits 10.1 through 10.10 and 10.13 set forth under Item 15(a)3
of this report for a listing of all management contracts and compensation plans and arrangements filed with

this report pursuant to Item 601(b)(10) of Regulation S-K.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the
registrant has duly caused this report to be signed on its behalf by the undersigned, thereunto duly
authorized.

Date: ngruary 24, 2005 RYDER SYSTEM, INC.

By: /s/  GREGORY T. SWIENTON

Gregory T. Swienton
Chairman, President and Chief Executive Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed
below by the following persons on behalf of the registrant and in the capacities and on the dates indicated.

Date: February 24, 2005 By: /s/ GREGORY T. SWIENTON

Gregory T. Swienton
Chairman, President and Chief Executive Officer
(Principal Executive Officer)

Date: February 24, 2005 By: /s/ Tracy A. LEINBACH

Tracy A. Leinbach
Executive Vice President and Chief Financial Officer
(Principal Financial Officer)

Date: February 24, 2005 By: /s/  ART A. GARCIA

Art A. Garcia
Vice President and Controller
(Principal Accounting Officer)

Date: February 24, 2005 By: JouN M. BERRA *

John M. Berra
Director

Date: February 24, 2005 By: JosepH L. DIONNE *

Joseph L. Dionne
Director

Date: February 24, 2005 By: Davip I. FUENTE *

David 1. Fuente
Director

Date: February 24, 2005 By: LyNN M. MARTIN *

Lynn M. Martin
Director

Date: February 24, 2005 By: DanieL H. Mupp *

Daniel H. Mudd
Director
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Date

Date

Date

Date

Date

: February 24, 2005

: February 24, 2005

: February 24, 2005

: February 24, 2005

: February 24, 2005

By: EUGENE A. RENNA *

Eugene A. Renna
Director

By: ABBIE J. SMITH *

Abbie J, Smith
Director

By: HanseL E. Tookks I *

Hansel E. Tookes II
Director

By: CHRISTINE A. VARNEY *

Christine A. Varney
Director

*By: /s/ RicHARD H. SIEGEL

Richard H. Siegel
Attorney-in-Fact
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CERTIFICATION

I, Gregory T. Swienton, certify that:
1. I have reviewed this annual report on Form 10-K of Ryder System, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or
omit to state a material fact necessary to make the statements made, in light of the circumstances
under which such statements were made, not misleading with respect to the period covered by this
report;

3. Based on my knowledge, the financial statements, and other financial information included in this
report, fairly present in all material respects the financial condition, results of operations and cash
flows of the registrant as of, and for, the periods presented in this report;

4. The registrant’s other certifying officer and 1 are responsible for establishing and maintaining
disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e))
and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and
15d-15(f)) for the registrant and have:

a) designed such disclosure controls and procedures, or caused such disclosure controls and
procedures to be designed under our supervision, to ensure that material information relating
to the registrant, including its consolidated subsidiaries, is made known to us by others within
those entities, particularly during the period in which this report is being prepared,;

b) designed such internal control over financial reporting, or caused such internal control over
financial reporting to be designed under our supervision, to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles;

c) evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented
in this report our conclusions about the effectiveness of the disclosure controls and procedures,
as of the end of the period covered by this report based on such evaluation; and

d) disclosed in this report any change in the registrant’s internal control over financial reporting
that occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal
quarter in the case of an annual report) that has materially affected, or is reasonably likely to
materially affect, the registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officer and I have disclosed, based cn our most recent evaluation of
internal control over financial reporting, to the registrant’s auditors and the audit committee of the
registrant’s board of directors (or persons performing the equivalent functions):

a) all significant deficiencies and material weaknesses in the design or operation of internal
control over financial reporting which are reasonably likely to adversely affect the registrant’s
ability to record, process, summarize and report financial information; and

b) any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal control over financial reporting.

Date: February 24, 2005 /s/  GREGORY T. SWIENTON

Gregory T. Swienton
Chairman, President and Chief Executive Officer
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CERTIFICATION

I, Tracy A. Leinbach, certify that:
1. T have reviewed this annual report on Form 10-K of Ryder System, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or
omit to state a material fact necessary to make the statements made, in light of the circumstances
under which such statements were made, not misleading with respect to the period covered by this
report;

3. Based on my knowledge, the financial statements, and other financial information included in this
report, fairly present in all material respects the financial condition, results of operations and cash
flows of the registrant as of, and for, the periods presented in this report;

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining
disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e))
and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and
15d-15(f)) for the registrant and have:

a) designed such disclosure controls and procedures, or caused such disclosure controls and
procedures to be designed under our supervision, to ensure that material information relating
to the registrant, including its consolidated subsidiaries, is made known to us by others within
those entities, particularly during the period in which this report is being prepared;

b) designed such internal control over financial reporting, or caused such internal control over
financial reporting to be designed under our supervision, to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles;

¢) evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented
in this report our conclusions about the effectiveness of the disclosure controls and procedures,
as of the end of the period covered by this report based on such evaluation; and

d) disclosed in this report any change in the registrant’s internal control over financial reporting
that occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal
quarter in the case of an annual report) that has materially affected, or is reasonably likely to
materially affect, the registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officer and 1 have disclosed, based on our most recent evaluation of
internal control over financial reporting, to the registrant’s auditors and the audit committee of the
registrant’s board of directors (or persons performing the equivalent functions):

a) all significant deficiencies and material weaknesses in the design or operation of internal
control over financial reporting which are reasonably likely to adversely affect the registrant’s
ability to record, process, summarize and report financial information; and

b) any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal control over financial reporting.

Date: February 24, 2005 /s/  TrRACY A. LEINBACH

Tracy A. Leinbach
Executive Vice President and Chief Financial Officer
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CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of Ryder System, Inc. (the “Company”) on Form 10-K for
the year ended December 31, 2004, as filed with the Securities and Exchange Commission on the date
hereof (the “Report”), Gregory T. Swienton, Chief Executive Officer of the Company, and Tracy A.
Leinbach, Chief Financial Officer of the Company, certify, pursuant to 18 U.S.C. Section 1350, as adopted
pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that:

(1) The Report fully complies with the requirements of section 13(a) or 15(d) of the Securities
Exchange Act of 1934; and

{2) The information contained in the Report fairly presents, in all material respects, the financial
condition and results of operations of the Company.

/s/ GREGORY T. SWIENTON

Gregory T. Swienton
Chairman, President and Chief Executive Officer
February 24, 2005

/s/ Tracy A. LEINBACH

Tracy A. Leinbach
Executive Vice President and Chief Financial Officer
February 24, 2005

In addition to the certifications of the Company’s Chief Executive Officer and Chief Financial Officer
included as part of this Annual Report, the Company’s Chief Executive Officer has also submitted to the
New York Stock Exchange (NYSE) a certificate stating that he is not aware of any violations by Ryder of
the NYSE corporate governance listing standards.
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